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PROGRAM OF THE FORTY-SECOND ANNUAL MEETING 


Frmay, December 27, 1929 
10:00 a.m. Rounp Taste CoNFERENCES 
1. Economic History—A Discussion of Economic Stages. 
Chairman: Herbert Heaton, University of Minnesota. 
Discussion: Norman S. B. Gras, Harvard University; Victor Clark, 
Brookings Institution; C. Ryle Fay, University of Toronto; Leland H. 
Jenks, Rollins College. 
2. The Corporation, the Investor, and the State. 
Chairman: George O. May, Price Waterhouse and Co., New York City. 
Discussion: A. A. Berle, New York City; I. L. Sharfman, University of 
Michigan; Stephen A. Van Ness, Rushmore, Bisbee and Stern, New 
York City. 


2:30 Rounp Taste CoNFERENCES 


(Joint meeting with the American Farm Economic Association and 

National Association of Teachers of Marketing and Advertising) 

1. Marketing (Modern Tendencies in Food Distribution)' 

Chairman: Paul L. Miller, Iowa State College. 

Discussion: Harvey Baum, Atlantic Commission Company; John Brandt, 
Land O’Lakes Creameries, Inc.; V. H. Pelz, American Institute of 
Food Distribution; E. L. Rhoades, University of Chicago; W. H. 
Baggs, American Fruit Growers; G. C. Corbaley, American Institute 
of Food Distribution. 

The Public Works Plan and Unemployment. 

Chairman: Leo Wolman, New York City. 

Discussion: John M. Clark, Columbia University; John R. Riggleman, 
Bureau of Standards; Molly Ray Carroll, Goucher College; Frank R. 
Dickinson, University of Illinois; James S. Taylor, Bureau of Stand- 
ards. 


3. The Theory of Economie Dynamics as Related to Industrial Instability. 
Chairman: Frank W. Taussig, Harvard University. 

Discussion: Frederick C. Mills, Columbia University; Frederick B. 

Garver, University of Minnesota; Frank H. Knight, University of 
Chicago; Ralph W. Souter, Columbia University. 


bo 


5:00 p.m, Mervine or tae Executive 
8:00 First Session 
The Chief Economic Problems of Mezico. 
Presiding Officer: Charles P. Howland, Council on Foreign Relations. 
General Topic: The Chief Economic Problems of Mexico. 
Parers: Joseph S. Davis, Food Research Institute, Stanford Univer- 
sity; Ernest Gruening, Editor, Portland Evening News. 
Discussion: Max S. Handman, University of Texas; Joseph E. Ster- 
rett, New York City; Frank Tannenbaum, Washington, D.C. 


Sarurpay, December 28, 1929 
9:00 a.m. Bustness Meetinoe 


Reports of Officers and Committees, etc. 
10:00 a.m. Seconp Session 
Presiding Officer: J. Lawrence Laughlin, Washington, D.C. 


General Topic: The Reparations Settlement and the International Flow 
of Capital, 


Parrers: John Williams, Harvard University; James W. Angell, Colum- 
bia University. 


‘Will be published by American Farm Economic Association. 
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Brown, Jr., Brown University; Harold G. Moulton, 


Joint meeting with the American Statistical Associa- 
un Farm Economic Association)? 
er: H. E. Erdman, President, American Farm Economic 


Price Analysis and Price Forecasting. 
Stine, United States Bureau of Agricultural Economits; 
r, United States Bureau of Agricultural Economics; 
n, Swift and Company. 

Anderson, Case, Pomeroy, and Company; Arthur W. 

sity of Minnesota; Elizabeth Waterman, Harvard Eco- 
ttee; Charles O. Hardy, Brookings Institution. 


(Joint meeting with the American Sociological Society 
in Statistical Association) 
Ray Lyman Wilbur, Secretary of the Interior. 
Addresses: William F. Ogburn, American Sociological Soci- 
B. Wilson, American Statistical Association ;? Edwin F. 
Economic Association.® 


Election of Officers, etc. 


Adolph C. Miller, Federal Reserve Board. 
The Federal Reserve Board—Its Problems and Policy. 
C. Whitaker, Stanford University; Franz Schneider, 
Editor, New York Sun. 
M. Anderson, Jr., Chase National Bank; J. W. Bell, 
University; Waldo F. Mitchell, DePauw University. 


Executive COMMITTEE 


Joint meeting with the American Farm Economic Asso- 


Edwin F. Gay, Harvard University. 
Economic and Social Consequences of Mechanization in 
id Industry. 


G. Nourse, Brookings Institution; Henry S. Dennison, 
fanufacturing Company; Elton Mayo, Harvard University. 
Elizabeth Baker, Barnard College. 


erican Statistical Association. 
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ROUND TABLE CONFERENCES 
STAGES IN ECONOMIC HISTORY 


Hersert Heaton, Chairman 


N.S. B. Gras.—In this paper a stage is taken to be, not a period of time 
nor yet a clear-cut segment of evolution, but a new condition competing with 
an old one. The old weakens as the new gains. In other words, an eco- 
nomic stage is a competitive condition in which a new method or institution 
first rivals, then threatens, and finally outdistances an old one. 

The time-honored stages of hunting, pastoral, and agricultural pursuits 
have been elaborated to include modern developments. In their new form 
they have been widely accepted and used. These stages, however, are general 
and are concerned with production. There has arisen a desire for different 
series of stages dealing with all kinds of economic phenomena. When these 
have been all worked out, then by a process of synthesis a new and more 
comprehensive series of stages can be arrived at. 

Among the numerous efforts to formulate stages, those of Hildebrand, Ros- 
cher, Schmoller, and Biicher stand out as pre-eminent. In spite of their sug- 
gestiveness, they all require modification. 

Economists have used economic stages as convenient summaries of past 
development. These stages satisfy the feeling for facts, though they may 
be only pale reflexes of actual conditions. They appear in economic works, 
all the way from Adam Smith and John Stuart Mill to R. T. Ely and E. R. 
A. Seligman. On the whole, economists seem to be most attracted to the 
general production stages—the earliest we know about—the hunting, pas- 
toral, and agricultural stages. To these, other stages are added, according to 
the taste of the individual, in order to bring the gamut of development up to 
the present. 

Economic historians have varied in their attitude to economic stages. Many 
of them have written largely descriptive and narrative accounts of their sub- 
ject. In doing this, they are doing the chief work of the economic historian, 
all in fact that can be required of them. When they stop to interpret and 
explain, we are, of course, glad of the favor. And, indeed, it is so hard 
to discover the simple facts of history that any of history’s devotees may be 
pardoned if they go little or no farther. As far as their writings go, Levas- \ 
seur, Cunningham, and Bolles in their day and Hauser, Lipson, and Bo- 
gart in ours have been economic historians, not historical economists or 
genetic economists. 

A second group is made up of economic historians who do use economic ° 
stages, but in moderation. Ashley, Gay, and Heaton all find in stages a 
leaven to chronological and topical exposition. To them stages are sugges- 
tive groupings of facts, always to be subordinated, but still to be brought 
out at strategic points. It is significant that all three of them, directly or 
indirectly, have been influenced by Schmoller. To this group of economic 
historians, using stages occasionally in order to make otherwise isolated facts 
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general correlation, for instance, industrial stages with agricultural stages 
and so on. But here we face difficulties and uncertainties. Industrial stages 
should arise out of industrial experience, agricultural out of agricultural ex- 
perience. To assume a parallelism, except in a very general way, is haz- 
ardous. To pour hot tallow into parallel moulds was once a common way 
to make good candles. 

It is likewise tempting to say that our stages should indicate not only re- | 
sults but factors. If this could be done, we might by comparing the factors 
at work in industry, transportation, storage, and the like, finally arrive at a 
general theory of causation. But again we must counsel caution. Nothing 
so simple as single causations seems likely to emerge. Indeed the more 
we observe of causal sequences, the more we are inclined to emphasize hetero- 
veniety, unless again we wish to create an economic theology which is to 
be a figment of our imaginations and an object of our worship. 

There is at least one other desirable feature in our economic stages. We} 
may perhaps assume that we study history chiefly in order to understand. 
the present and have some idea as to the future. If our series of stages can 
summarize the past and at the same time lift the curtains of the future, so 
much the better for us. The danger in prophecy is obvious. The danger in 
arranging the facts of the past in terms of an imagined future is even more 
apparent. When the future has actually become the present, then we may 
remake our stages of past development. 

I would not be misunderstood in this matter. To anticipate, perhaps even 
to guide the future, is a recognized part of an intelligent man’s job in life. 
And in doing this, we can be greatly aided by stages. My only doubt is 
whether we should in any way generalize as to the facts of past development 
from the standpoint of an unknown future, even though that future be looked 
forward to with longing anticipation. 

A distinguished sociologist of a passing generation has said that economic 
stages are true enough but are as unimportant as the Mother Goose rhymes 
that go ringing down the ages. It is the thesis of this paper that they are 
not at all true or final, but that they are temporarily significant and important. 
They are the best that we can do for ourselves at any particular moment. 
We can serve ourselves best by testing and discarding old stages and in- 
venting new ones. If we accept stages only to supplant them by others when 
they no longer ring true to new evidence, we may regard them as useful disci- 
plines. 

Vicror S, Crarx.—I am so heartily in accord with Professor Gras’s paper 
that my comment upon it can hardly be more than repetition. One point 
I should like emphasize—the care with which Professor Gras has underlined 
the point that economic stages are not absolute, but are devices which it is the 
legitimate privilege of each writer to vary and adapt to the requirements off 
his presentation of economic history. They are tools, not masters, 

In our own industrial history the founding of the Lowell corporations, by 
wealthy merchants who were accustomed to risking large capitals in far- 
flung ventures and to co-operating in large business enterprises—enterprises 
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large relatively to others of the day—marks the introduction of a new tech- 
nique in business organization. Doctor Caroline Ware has developed this 
theme excellently in her study of the rise of the New England cotton manv- 
facture, which is about to be published as a Hart Shaffner and Marx prize 
essay. Another lady, Miss Kathleen Bruce, in her History of the Rise of 
the Iron Industry in Virginia, about to be published by the American His- 
torical Association, shows vividly how inexperience in corporate control &nd 
administration hampered for a time the growth of what came to be the 
greatest industrial enterprise in the Old South, the Tredegar Iron Works, 
If I were to exercise the privilege that Professor Gras extends to us of defin- 
ing our present economic stage, I am not sure that I should not make its 
characteristic feature the fiduciary administration of capital in production; 
i. e., through the mechanism of corporations. Certainly experience in in- 


vesting and managing capital through this form of association had to bef 


acquired before modern industry could develop. It was no mere accident, 
I think, that America first became industrialized at a point where a priori 
we might have anticipated this kind of organization to appear first, if 


it was to appear anywhere at that time in our new country. 


C. R. Fay.—Of the three disciplines which Mr. Gras indicates—time se- 
quence, factor sequence, filial sequence—it is the last which supplies the 
leitmotif of the paper and by the practice of which the reader has enriched 
economic scholarship. Stages, however, are relative to time and country; 
and it is important to point out that the stages of evolution in a new country 


like Canada differ in a crucial respect from those in Great Britain or even in 
the United States of America. Thus Canada has the stages: (1) original 
settlement and barter economy with the native; (2) self-sufficient agriculture 
among the habitants of Quebec; (8) commercial exploitation of natural re- 
sources for export—of wheat and timber in Eastern Canada, say 1815 to 
1867; (4) industrial specialization, the East supplying finance and manv- 
factures to the West, the West raising wheat for the markets of the world. 
The crucial fact, more important than the division into stages, is that in 
stage ‘4’ Canada “takes off’’ from the senior industrialism of Great Britain 
and the United States of America, importing and adapting their technique. 
Therefore her progress in industrialism has been exceptionally rapid; the 
pace of the change has set the type of her economic life. 

I must differ from Mr. Gras when he says of Biicher “certainly, he did not, 
as Ashley and Unwin have done, confuse organization with association.” 
These two English writers give the sequence: gild system, domestic indus- 
try, factory system; and prima facie this is a confusion of planes. But there- 
by they make the big points. If we omit gild system we lose the thread which 
runs through the ages in regard to the unit of enterprise: the gild of free pro- 
ducers, the individual or partnership, the joint stock company, eventually 


with limited liability, and finally the combine or integration of today. Stages 


must not be suffered to become tyrants. 


Among stage markers I set little value by the German economists, with the 
notable exception of Karl Marx. His great Hegelian sequence—feudalism 
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(thesis), bourgeoisie (antithesis), socialism (synthesis)—gives stages both 
of actual history and of dynamic thought. It is an elaboration, with a strong 
anti-capitalist bias, of Adam Smith’s famous Book IIT. 

Mr. Gras’s special contribution as a historian has been in the field of 
marketing. We honor him as the father of metropolitan economy. I would 
urge, however, this by way of caution not indeed against himself, but against 
his disciples. Be very wary in applying to England the area conceptions of 
the New World. In England there is only one metropolitan center—Lon- 
don. If you move outside London, it is wooden to fix upon Liverpool, Bris- 
tol, or Newcastle as new metropolitan centers, although this is legitimate 
as you move across the United States of America from New York to 
Chicago and then to the Twin Cities. If you go outside London, there is no 
halting point short of all England, which in one sense was or is metropolitan 
to the British Empire and to those countries beyond the seas with which she 
has trade relations. Mr. Gras is also the author of a significant work, The 
History of Agriculture; and here I would say, let us not suggest that English 
agriculture is unitary. The sequence of development in the South-West Mid- 
land plain (the home of the open field system) is quite different from that in 
me se-§ the hilly grasslands of the North and West. 
ies the Finally, are the Fei (the stone currency) of the Island of Yap an example 
riched | of “a measure of value but not a means of exchange’? One of the greatest 
untry ; stones some years ago was exchanged in settlement of a very important trans- 
ountry action. Representatives of the two tribes concerned accompanied it across 
even in the water, but it broke the canoe in which it was being carried and sank. 
riginal Reputable men saw it sink; and therefore the people continued to trade on it, 
culture as though it were high and dry—a perfect example of the unseen gold re 
ral re- serve of a modern bank. 

815 to It is not very difficult for the period specialist to find no value in stages + 

manu- of any kind. But the teacher of economic history finds in them a valuable 

world. instrument of approach to the maze of facts, very often of a vague order, 
hat in} which confront him. The interesting thing about stages is that they are 

Britain persistently used by those who have done definitive work in the field of spe- 

hnique. cialization. But their specialism is apt to be not period specialism, but the 

id; the specialism of an idea or industry or biography; and greatest among all, 
as I see them, was the late George Unwin. 

lid not, Letanp H. Jenxs.—The notion of economic stages is very convenient to 
the theoretical economist or to the historical layman who devotes himself to 
any branch of social science. As Professor Gras has hinted, they satisfy the 
feeling for facts without supplying them in their overpowering actuality. It 

; is possibly for this very reason that the rank and file of professed historians 
have had little use either for economic or any other kind of stages. 

For if we burrow in the archives of recorded events, naively as historians 
have pretended to do, we cannot fail to be impressed by the infinite diver- 
sity of what takes place, and at the same time by the unending continuity 
of institutions and folkways which links all segments of time inextricably 
together. And it has seemed to many historians that there could be no 
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facts; that the essence of the historical 
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would be false an 

But our minds a de that we are bound to think about what fas 
happened, no matt: hard we try to view it naively and objectively. 
Most historians, v r economic or political or aesthetic, manage to think 
chiefly in partial n partial totalities—in terms of selected groups 
of phenomena whos ons] seems to the historian to have signifi- 
cance, meaning, u 

Hence, an histor not press the charge against the stage of town 
economy or the sta isufacture that it is not true, that it never happened. 
For in much the same way the Renaissance, the Commercial Revolution, the 
Industrial Revoluti the Enlightenment never happened. These famous 
periods, like the stag f Biicher and Gras, are all historical constructs. 
They spring from th rning imagination of the historian, who finds re- 
lationships beneat! of actuality which enable him to view great 
masses of phenome! 


The periods of | neral historian are not more true than economic 
stages. But they do possess one or two important traits which mark them 
torical periods, and roughly speaking other partial 


off from the stage 
totalities dealt in ral historian, possess what has been called in- 
do not repeat themselves, except as writers under 
have transposed labels appropriate to the story 

» another. 


dividual uniquenes 
the influence of sta 
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There can be rea ipfulness in the use of stages taken singly, as may 
properly be done wv [ndustrial Revolution, as a unique event. But the 
notion of stages usually involves a series of them, built about some particu- 
lar economic func [his is objectionable logically because such stage- 
series, however n may be, conceal the shifting relevance of the 
economic functions \ | they involve. And the objection becomes doubly 
important when it is sought through economic history to understand the 
present. For the ana ‘esented by various sets of stages involves a defi- 
nition, a limitation of the present, which tends more than the ordinary pre- 
dilections of the |! ) to influence his selection of facts and his order- 
ing of them in the 
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unusual opportunity to make use of the history of economic institutions and 
ideas as the basis for fruitful re-appraisal of the history of civilization. In 
doing so we cannot afford to blur the effects due to differences of time, of 
geography, of nationality, of population, of contact, of the cultural inci- 
dence of economic types, by adherence to stage-series as the framework for 
our constructions. 


Hersert Heaton.—In summarizing the matters under discussion consider- 
able light is thrown on the topics treated if we turn from the various series 
of stages to their makers. Most of the well-known lists were put forward ~ 
under one of two circumstances: (1) By men who had a purpose, who were 
propagandists. Marx wanted his stages to lead him to a certain conclusion, 
an inevitable socialism, and so the characteristics of his stages were those 
which best helped his case. List’s stages of national development were the 
reflection of his views on commercial policy. Mid-nineteenth century German 
historians were influenced by the contemporary developments and ideas of 
their country and by their own criticism of the classical economists. Many 
living writers who have come to economic history because of their zeal for 
labor and social reform tend to think of stages which are determined by 
changes in the status and welfare of the manual worker. (2) By men who 
knew little economic history. The early German stage-makers generalized 
from very limited data, for the task of digging in the economic records had 
scarcely begun. At best they had some material concerning European his- 
tory and a few fragments about primitive life. The remarkable thing about 
their work is not that they were so often wrong, but that they were so fre- 
quently right. Still, even today, with our wider and deeper range of material, 
there is danger in attempting to set up stages which will be universally true. 
Even the fields we know best are strewn with unanswered questions, questions 
which are especially important if we think in terms of stages. For we have 
to ask not merely ““What was each stage like?” but also “What factors caused 
the transition from one to another?’’; and in the discovery of causes we are 
still far from successful, as for instance in our explanations of the decay of 
the Roman Empire in the west, or of the origins of modern capitalism, or 
of the quickening industrial changes of the eighteenth century. 


Stages have their use if we do not teach them too dogmatically, especially 
in a subject in which there are few dates which can be used as pegs for 
narrative. The chief danger lies in the ease with which students—not all of 
whom are still undergraduates—grasp the notion that all peoples must pass 
step by step along the whole series, that there is a definite time sequence, 
and that a new stage supplants and blots out entirely the one preceding it. 
We may perhaps guard against this danger by stressing the fact that a stage 
is really just one way of doing things or of organizing activity, that in or- 
ganization at any time there is endless diversity both in degree and in kind, 
that a new stage may supplement rather than supplant an old one, that some 


} peoples have stopped near the beginning of any list of stages, that others 


have skipped at least one step, and that it may be possible to step back- 
wards, as for example from agricultural to pastoral pursuits, or from large- 
scale urban to smaller scale rural production. 


THE CORPORATION, THE INVESTOR, AND THE STATE 


Georce O. May, Chairman 


In opening this session I will limit myself to defining a little more fully 
the subject for discussion. The selection of the topic was based on the receg- 
nition of the growth in the number and importance of corporations in recent 
years. Corporations have long been recognized as of widely different char- 
acters, ranging from the corporation which represented merely the personal 
wealth of an individual to organizations such as the American Telephone and 
Telegraph Company or the United States Steel Corporation. It is with the 
large public corporation that the present discussion is concerned. 

The relationship between the corporation and the stockholder today is con- 
ceded to be a question of great economic and social importance. It is gen- 
erally admitted that the rights of stockholders are not in all cases adequately 
protected, but it is a question how far protection can be extended to stock- 
holders in a way that will not hamper the legitimate development of the cor- 
poration. The state is referred to in the title chosen. It is not the purpose 
of the meeting to survey and consider the whole problem of the relation be- 
tween the state and corporations. The discussion should be limited to the 
interests of the state in the corporation as a corporation, and should not be 
extended to the interest of the state growing out of the character of the busi- 
ness carried on by the corporation. 

Some few years ago, the Social Science Research Council became interested 
in the subject of corporate relations and their social significance, and au- 
thorized an extensive research project with a generous appropriation for 
the study of this question. The general conduct of this study was entrusted J 
to Mr. A. A. Berle, who combined a broad grasp of the principles of cor- 
poration law and a copious knowledge of the history of its development with 
a keen interest in the economic and social aspects of the question. Mr. Berle 
has made considerable progress with his research and has kindly undertaken 
to present a paper at this meeting in which he will outline some of the prob- 
lems and suggestions which have developed in the course thereof.* 

Mr. S. A. Van Ness was to have participated in the round table, particu- 
larly for the purpose of discussing from the legal point of view the ob- 
jectives and provisions of what are sometimes called the liberal corporation 
laws, such as those of the state of Delaware. Unfortunately, Mr. Van Ness 
was unable to be present, and his material was not available in such form 
that it can be presented to the round table by a substitute. 

Mr. I. L. Sharfman was the third speaker on the regular program. Mr. 
Sharfman has been a member of the Advisory Committee of the Social Sci- 
ence Research Council, under whose general guidance the research work of 
Mr. Berle has been conducted. The following is a summary of his remarks: 

It is highly significant that we are considering the present status of cor- 


1 Mr. Berle’s paper is published in full in the March, 1930, number of the American 


Economic Review. 
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porations as such, regardless of the enterprises in which they are engaged. 
In the past, interest has been largely centered in protecting the general public 
against the abuses that spring from naturally monopolistic situations and from 
the artificial suppression of competitive conditions. The fields of railroads, 
local utilities, and industrial combinations have occupied primary attention, 
with special reference to the establishment of necessary safeguards for 
the users of the service; matters of security control have been deemed 
ancillary to the principal objective of regulating rates and service. But 
with the tremendous growth of the corporate form of organization, and 
with the progressive liberalization of corporation laws, the status of the in- 
vestor as such, in all fields of business enterprise, has come to the foreground. 
The corporation has become not only the dominant method of organizing 
business, but “a system of property tenure”; and with the increasing number 
of shareholders and the large discretionary powers vested in the management, 
the equities in the corporation appear to have become subject to more or 
less arbitrary control. In directing attention to these vital developments in 
such careful and stimulating fashion, Mr. Berle has rendered a great service. 
It must be kept in mind, however, that both the widespread use of the cor- 
porate device and the extreme flexibility with which it is employed are 
grounded in generally-recognized economic advantages; and that the various 
mechanisms resorted to by the management, even when they clearly merit dis- 
approval, affect property rights only incidentally, and not as a primary end. 
It is decidedly doubtful whether the situation justifies a reversion to the 
rigidly restrictive type of corporation law of earlier days; and it is by no 
means certain that the imposition of specific restraints upon managerial 
discretion would constitute sound policy. Corporate financing, like the in- 
ternal administration of industrial and commercial processes, is a dynamic and 
continuing responsibility of the management. The prevention of undesirable 
practices by the few might seriously shackle the development of desirable 
practices by the many. It is very important, of course, that abuses be re- 
moved as far as possible—that the interests of the corporation as a whole, 
embracing all of the varying types of security holders, be promoted, rather 
than those of the management, or of investors whom the management may seek 
to favor. For this purpose a study of the practical effects of the pre- 
vailing financial instruments and methods is essential. When Mr. Berle has 
completed his comprehensive inquiry into these newer tendencies in corpora- 
tion finance, much light will doubtless be thrown upon the necessary direction 
of future policy in this sphere. Even now, however, the operative checks 
against the abuse of corporate power over property are not insignificant ; the 
pressure of economic forces, the voluntary emergence of financial standards, 
the public regulation of securities in important segments of the field, and 
the growing recognition, even at common law, of the fiduciary status of cor- 
porate managements, tend to restrict, if not to prevent, the exploitation of 
public investors for the benefit of insiders. Genuine publicity of corporate 
operations would seem to be the most pressing immediate need, so that the 
investment contract may be entered upon with a fuller knowledge of con- 
trolling considerations, and so that the more general effects of the growing 


fully 
eceg- 
ecent 
har- 
sonal 
and 
the 
con- 
gen- 
ately 
ock- 
cor- 
pose 
n be- 
the 
ot be 
busi- 
ested 
1 au- 
for 
sted § 
cor- 
with 
Berle 
aken | 
rob- § 
ticu- 
ob- 
ation 
Ness 
form 
Mr. | 
Sci- 
k of 
arks: 
cor- 
rican 


12 {merican Economic Association 


separation between ownership and control may be concretely revealed. Such 
publicity, coupled with the development of public sentiment against irre- 
sponsible manipulation of corporate power, would unquestionably improve the 
position of the public investor. But if, as a result of continuing publicity 
and special inquiry, it should appear that the public investor is in need of 
further governmental! protection, it must be recognized that little can be ac- 
complished so long as it is within the power of the individual states to deter- 
mine the degree of freedom from control which shall be accorded to corpora- 
tions doing business throughout the nation. The most liberal of the states, 
granting corporate privileges solely as a revenue-producing enterprise, will 
tend to impress their laxity upon the entire corporate situation. Before sub- 
stantive policies in the public interest can be effectively developed, it would 
seem to be indispensable that the power of controlling the financial structure 
of corporations engaged in interstate commerce be centralized in the federal 
government. 

At the conclusion of Mr. Sharfman’s remarks the subject was thrown open 
for general discussion. Mr. William Z. Ripley expressed great interest in 
Mr. Berle’s paper and believed his research would prove to be of great value. 
He hoped Mr. Berle would deal with the problem of the holding company. 
He was going to say that it had invaded every field of business activity except 
that of real estate, but the cases cited by Mr. Berle showed that that exception 
no longer existed. He thought he could not safely go further than to say that 
so far it had not invaded the field of domestic relations. The problems in 
relation to the holding company were many and were extremely difficult of 
solution, and he trusted that Mr. Berle as a result of his research work 
would be able to throw some new light on these problems and possibly be 
able to point the way to the solution of the difficulties which every student of 
corporation affairs was bound to recognize as existing today. 

Mr. Albert W. Atwood suggested that the responsibility for the extraor- 
dinary development of the public corporation and the innumerable new 
forms of corporate securities with the attendant problems and abuses, and for 
the catastrophe through which we recently passed, should not be laid wholly 
at the door of the corporations or of the houses issuing securities. It was, in 
his judgment, attributable very largely to greed on the part of the great 
mass of people who had developed a desire to make money quickly, without re- 
sponsibility or effort, through participation in an increment of capital values 
resulting from the extraordinary prosperity of the country in recent years. 
In their greed, many had been blind to the risks they were running and deaf 
to the dictates of common sense. It was a most unfortunate and unhealthy 
development, and the recent collapse of the stock market was a salutary if 
stern check on this development. One could not help feeling that the im- 
mediate victims of that collapse had largely deserved their fate, even though 
one felt sorry for them and even more for their innocent dependents. Mr. 
Berle’s discussion is an intensely interesting analysis of a vitally important 
question. It is evident that a new situation has arisen and new checks and 
safeguards are necessary. However, we must not be led by events of the re- 
cent past, which seem to be largely attributable to an unhealthy greed, to ex- 
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aggerate the abuses or to adopt measures which will deter the most competent 
and responsible men from entering a field in which their services will be par- 
ticularly valuable. 

Mr. F. W. Taussig asked if the problems to which Mr. Berle had alluded in 
his extremely stimulating paper were not attributable to or at least greatly ac- 
centuated by the transferability of capital stocks. He realized that the ease 
of transfer had become a well-established principle of the corporate form of 
business and he wondered whether it was so essentially desirable as was com- 
monly assumed, 

Mr. Berle in reply to some of the questions raised said he would be sorry if 
the paper had given the impression that he was in any sense a Jeremiah. On 
the contrary, he was looking at the situation quite hopefully and believed that 
the gravest problems to be apprehended were all capable of solution. He 
thought it was a very hopeful sign that such bodies as the Social Science Re- 
search Council and the National Bureau of Economic Research were interest- 
ing themselves in this very practical present-day problem. He agreed as to 
the importance of the holding company problem, but it was one of many diffi- 
culties for which he was not prepared to offer an immediate and sure solution. 
He was inclined to think that this is one of the problems in regard to which 
help is to be derived from the accountants who have already developed the 
system of consolidated accounts which have met with general acceptance as a 
method of showing a truer picture than is otherwise obtainable. He agreed 
with Mr. Atwood that much of the recent trouble is attributable to greed of 
individuals; but greed is, after all, only an extreme form of the self-interest 
by which people are assumed to be actuated in business matters, and safe- 
guards should be created so far as possible against the exploitation of that 
greed by unscrupulous persons. 

With regard to Professor Taussig’s remarks on the transferability of 
shares, Mr. Berle stated that this question had received extended considera- 
tion on the part of himself and his associates in the study. It is, however, too 
big a question to enter upon at this stage of the discussion. He did say that 
in connection with their research they had endeavored to get some measure of 
the extent to which shares had changed hands during the recent abnormal 
period on the New York Stock Exchange, and without going into figures it 
was obvious that only a relatively small portion of the totally outstanding 
stock of the listed companies was involved in the transactions, even on the 
most hectic days. The incidents of the recent past had raised in his mind a 
further question of very great importance to which he would allude, although 
it was outside the scope of the present discussion, and that was the creation 
of a huge volume of credit on the basis of a system of values which depends 
ultimately on the buying power of the New York market. 

In closing the discussion the Chairman said he believed everyone had 
listened to Mr. Berle with intense interest and was extremely grateful to him 
and his associate, Mr. Gardiner C. Means, for the care and trouble they had 
taken in the preparation of a paper of exceptional value. He believed, also, 
that everyone would look forward to the publication of the results of their 
research with confidence that when it appeared it would be a most valuable 
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contribution to the knowledge of this very important question. He thought 
the present situation was at least in part attributable to the great increase 
in the number of houses issuing securities, which the bull market of the last 
few years had brought about. These houses had comparatively little experi- 
ence; and in an effort to evolve forms of securities which would be readily 
salable they had caused to be created corporation charters containing pro- 
visions of the full effects or significance of which they had themselves only 
the haziest ideas. 

Mr. Berle had spoken of four sources from which might come action which 
would provide checks against unhealthy developments in the corporate field. 
The Chairman said that he could see no reason to expect much from legisla- 
tion. Competition between states for incorporation business negatived the 
hope of much help from the incorporating states, and legislation safeguarding 
sales of securities was extremely difficult to frame in such a way as to achieve 
its purpose and was more likely to hamper legitimate development. Some- 
thing might be accomplished by the development of the common law through 
the courts, as Mr. Berle had suggested; but litigation involved long delays 
and great uncertainties, and he was afraid, also, that particularly in this field 
hard cases would be likely to create bad law. 

Everything possible should be done to create a sound public opinion, and 
he was inclined to agree with Mr. Berle that the most hopeful outlook was in 
the activities of bodies such as the New York Stock Exchange. He felt that 
the development of the Exchange’s activities in this field in recent years wasa 
most important one. 

The governing body of the Exchange was undoubtedly desirous of fostering 
sound developments and preventing abuses in connection with listed securi- 
ties. Furthermore, it must be remembered that the Exchange was subject to 
influences in opposite directions which were calculated to prevent any extreme 
action. On the one side, its members were naturally anxious that the govern- 
ing body should not, by undue restriction, curtail the volume of securities dealt 
in on the Exchange; on the other hand, there was always the possibility of 
regulation of the Exchange, which would become a probability if the Ex- 
change supinely allowed abuses to continue without any attempt to check 
them. 
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PUBLIC WORKS AND UNEMPLOYMENT 


Leo Wo Chairman 


Impending unemployment and the public conferences, recently called to 
survey the possibilities of increasing public construction, contribute to make 
this discussion particularly timely. It is to be hoped that the American ex- 
periments with the control of public works will illuminate the problems of 
administration and enrich the theoretical foundations of programs of business 
stabilization. 

J. M. Clark.—In discussing this question I find I am tacitly assuming 
that we are dealing, not with an extension of public works to fill up a chronic 
or permanent gap in the volume of employment, but with the timing of works 
in the attempt to mitigate cyclical fluctuations of employment (or cyclical and 
seasonal fluctuations) and these only. I am assuming that men will be hired 
because they are the best available men to do the work, and not because they 
need the jobs as a sort of quasi-charitable relief. It is not at present proposed 
that government should do work whose decisive justification is unemployment 
relief, or that it should afford a refuge for the inefficient or unemployable. 
To some extent this seems to differentiate the American situation from the 
foreign experience discussed by Miss Carroll. 

The action of President Hoover, following the recent upset of the stock 
market, constitutes a great experiment in constructive industrial statesman- 
ship of a promising and novel sort. It has done much to change the setting 
in which the topic of this meeting must be discussed, and has already shed 
some new light on the question of ways and means. Any such problem changes 
its appearance the closer it comes to the realm of positive action, and we now 
have to deal with a plan which, even while we talk about it, is passing into the 
stages of action. If our remarks are to apply to this action now going on, the 
customary definition of the problem must be altered. 

We have spoken of “public works,” but we must include private industrial 
construction also. We have spoken of programs scheduled long ahead, in- 
volving a deliberate holding of work in reserve for future use, and we may 
soon see whether successful results can be obtained without any such program 
and without the previous setting up of any such reserve. We have naturally 
thought of a plan formulated in legislation with definite prescription of what 
shall be done and under what conditions, and we see action being taken on 
executive initiative and without waiting for the signal to be given by any 
formal indexes of business activity or depression. We have thought in terms 
of action by formal governmental agencies, and we are watching the outcome 
of an informal council of leaders of industry. All of this has its effect on 
the terms in which the problem frames itself. The results of present emer- 
gency measures may go a considerable distance toward shaping the character 
of the more permanent policies that are likely to follow. 

My function, I take it, is to outline the elements of the problem rather than 
to attempt to settle it out of hand. The elements of the problem may be 
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grouped as folloy k )f a body is to carry out the policy, and with 
what ee on { rder or on informal suggestion and leadership? 
What kind of a “r ; to be relied on: planned or unplanned? On what 
ai ‘shall expal be undertaken and what shall be done, if anything, 
about subsequent on? How shall available works be selected? Will 
the policy affect t t of the works? How shall it be financed and what will 
be the difficulties t in this realm, and the effects of the policies Yol- 
lowed? What will be the effects on prices and wages? 

In speaking of t body that is to carry out the policy we must distinguish 
what may be called eering body from the executing organizations that 
are to carry on tl rk. Vith regard to these latter, the President's 
enlistment of private indust bas shown such promise of results that private 
industry can har eft out of any present discussion of plans for the 
future. It has at its disposal greater volumes of work than the government; 
hence its potential tribution to such a program is greater. How much of 
this potential con n can actually be secured is, of course, yet to be seen, 
but the “industrial ems the most appropriate means of securing it. 
Should we, then, | , council of industry and another body to control and 
co-ordinate the f publie construction, or should the two bodies be 
merged? That q , can perhaps best be left to work itself out by the 


of 


is to the ma ‘ity versus voluntary co-operation, the question 
Pov answers il co-ordinating body must necessarily represent the 


country as a who nd whatever central governmental initiative animates it 
must almost of n ty come from the federal government. Co-operation 
of the states and of idustry must necessarily be voluntary. Federal 
departments might | juired by law to co-operate, but large reliance must 
in the nature of t be placed on voluntary action. 

Should there b ed reserve or not? The idea of the planned reserve 
seems to be that « ) works should be selected, which are to be carried out 
in any case but « ystponed, and work on these should be deliber- 
ately kept in abe; business needs a stimulant. The process can also} 
be reversed, and | down or stopped when business shows signs of 
going at a pace too f ealth. Thus pressure could be exercised in both 
directions. 

As against th me think that there is no need of deliberately holding 
work in abeyan e there will always be volumes of projected con- 
struction which need si to be speeded up. The results of the recent can- 
vass certainly le1 rt to this idea, so far as a single preliminary canvass 
could. As to the s] r cessation of work, that would, under this policy, 
be left to take care f. Work would fall off as the natural result of the 
easing of emerg re, or of the various bodies having spent as much 
money as they « | afford spend, and met the more urgent needs for 
various forms of equi} nt. After that work might for a time be below 
normal; or on t! ry it might turn out that the continued activity of 
business had fur funds and more demand for their expenditure, 
so that the result, ir f a curtailment, might be the raising of the volume 
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of work to new high levels. So long as this is a possibility, runs the argu- 
ment, it would be quite uncalled-for to do anything deliberately to check 
business, on a mere theory that this deliberate check might help to save us 
from a worse check later on. If the theory proved wrong, if the future de- 
pression could equally well be combated without first checking production 
in the active period, then we should merely have curtailed the volume of pro- 
juction with no corresponding gain. 

There seems to be no immediate way of settling this question. So long as 
there is reasonable doubt, it requires a great deal of courage to take the re- 
sponsibility for putting the brakes on actual production, as distinct from 
speculation and price inflation, which certainly do need restraining at times. 
Perhaps the part of prudence is to wait for further light before assuming such 
esponsibility. 

The President’s message to Congress brings out another point bearing on 
this question. The planned reserve in its usual form presupposes that there 
will be a falling off of private construction work leaving a shortage to be made 
ood. But the present plan, with its enlisting of private industry, has as one 
if its chief aims prevention rather than cure; undertaking to bring it about 

hat private construction shall not diminish. This is to be done partly by 
irging it as a duty, partly by the logic of self-preservation in that this is the 
vay to avert depression, and partly by creating confidence that the end will 
e attained and the continuance of normal expenditures will be justified by 
ormal business activity. One must admit that in this case the motto, “Busi- 
1ess as usual,” has a more hopeful sound than the cry, “Throw out the life- 
Jine!’’ It would perhaps be too much to hope that these measures alone should 
ve completely successful, but whatever success they attain has the important 
‘fect of reducing the burden on public construction, reducing the need of 
indertaking extraordinary works of any sort, and making it that much more 
ikely that the unplanned type of reserve will be sufficient. 

But such a program cannot be wholly unplanned. The “unplanned reserve” 
nay mean that the executing bodies do not plan for it, nor hold work back, 
mut the steering body must certainly keep continually informed as to the 
‘olume of projects under way and capable of being put under way. The 
eserve must be foreseen, even if not created. If the natural reserve becomes 
nsufficient, at any time, we need to know it. If it is sufficient, we still need 
o know where to lay our hands on it. And even the bodies which carry out 
he work would do well to give a thought to the ways and means of speeding 
ip, and see that there are no unnecessary obstacles in the way. In particular, 
means of financing elastic programs deserve careful thought and adequate 
yreparatory measures, to keep from being strangled in budgetary red tape. 

The planned reserve has one decided drawback in that to delay the com-\ 
letion of any work is to increase its cost. Types of work may be found in 
which this disadvantage is at a minimum, and such types of work should 
ertainly be preferred if the planned reserve is to be adopted. But the handi- 
‘ap of increased cost can hardly be entirely eliminated. Against this is the 
ossibility of lower prices and lower wages if work is done in time of de- 
ression. But as the purpose of the whole enterprise is to prevent depression 


vith 
ip? 
yhat 
ing, 
Vill 
will 
Yol- 
uish 
that 
ent’s 
vate § 
the 
ient; 
h of 
seen, 
g it. 
and 
s be 
y the 
stion 
t the & 
tes it 
ation 
deral 
must § 
serve 
d out § 
liber- 
also 
ms of : 
both 
Iding 
con: 
it can- 
anvass § 
policy, 
of the § 
much 
ds 
below 
rity of 


18 American Economic Association 


from occurring, this would be an admission of at least partial failure. More. 
over, so far as wages are concerned, government is, and should be, the last 
body to be expected to take quick advantage of an opportunity to reduc 
wages through a weakening of the labor market. 

Methods of financing constitute a large problem in themselves. And back 
of it lies another; namely, can any methods of financing increase the suppl; 
of funds in the country out of which the demand for construction and for 
industrial products must come? Will the attempt merely mean that money 
will go for some things and not for others? If capital expenditures in the 
aggregate are made larger than they otherwise would be, will that mean that 
expenditures for consumption will be smaller? 

We need not waste much time over this series of questions. It is well es. 
tablished by the study of business cycles that total income and total ex- 
penditure are not a fixed fund but do fluctuate and that the short-run effect 
of enlarged expenditure in one direction, and corresponding enlarged pro- 
ductive activity, is not necessarily to diminish expenditure and activity else. 
where, but more likely to increase it, the stimulus being diffused in cumulative 
fashion. There is elasticity in the credit mechanism and back of this there 
is slack in corporate and personal budgets. People who have just bought 1 
bond do not therefore immediately spend just that much less for consumption; 
corporations that have just drawn on their general balances for construction 
work do not spend that much less for current production, nor cause others to 
spend just that much less for any purposes. 

Funds may, then, be raised by drawing on general balances, by short-time 
borrowing or by the sale of long-term securities somewhat earlier than they 
would otherwise have been sold. And the probabilities are all in favor of this 
being done without giving rise to reactions which would neutralize the effect 
and defeat the end in view. There may, of course, be strained conditions of 
the credit system in which any large resort to temporary borrowing might 
create a serious element of added stress, resulting in increased discount 
rates or in the need of contraction in other quarters. Such possibilities should. 
of course, be studied. But they are possibilities, not certainties. The element 
of confidence which President Hoover has been able to inject into the pla 
should itself go far to forestall any acute strain. This is especially true ii 
those persons are right who maintain that the key to success is not greatly er- 
larged budgets for the whole fiscal year or for a term of years so much # 
prompt speeding-up of work already under way or planned for. 

What signs and warnings are available to inform the industrial lookouts of 
the approach of trouble and tell them when it is time to take action? In the 
present instance we have an unusual condition: a violent and unmistakable 
danger-signal appearing in the speculative markets while underlying business 
has hardly been affected. Signals are not always so clear, and it is to aid in 
their interpretation that formal business indexes and organized forecasting 
services have been set up. 

The indexes of business conditions are adapted to tell us when a depression 
has occurred rather than when to expect one in the near future, except as the 
Babson principle of action and reaction is a safe guide. The forecasting serv- 
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ices have special forecasting indexes made up from facts supposed regularly 
to precede changes in general business. These indexes are oftener right than 
wrong, but not infallible, especially as to the exact time when a turn may be 
expected. In one business cycle the money-market warning may be both clear 
and true; in others it may be less clear or even misleading, and other indica- 
tions may be more prominent. 

The main data used in forecasting indexes include the money market, the 
stock market and evidences bearing on the relative rates of production and 
consumption, or the accumulation of stocks of goods. Yet a mechanical combi- 
nation of curves of these three types would probably not be as good as a dis- 
criminating use of any one. And there are significant special facts not suited 
to be embodied in curves. The forecasters themselves are not slaves to their 
own curves in making their predictions. They use “judgment,” and anyone 
charged with the control of a business balance-wheel will almost inevitably 
do the same, in interpreting the results of the forecasters’ judgment. Fore- 
casting is still too uncertain for entire comfort to those who hope for the early 
and complete stabilization of business. But some consolation may be gleaned 
from the thought that so long as our policy is one that works upward and not 
downward, is constructive and does not go into the experiment of artificial re- 
tardations, errors in forecasting may not be such serious or fatal matters. If 
warnings are misinterpreted and nothing is done until a depression actually 
comes, something can still be done then. If trouble is foreseen when there 
is none brewing, remedial measures may be started needlessly, but they are 
not likely to be carried far nor to do any positive harm. That part of the 
program which consists in attempting to keep private business construction 
going at a normal and stable rate, can hardly do harm under any conditions. 

The reactions of such policies on prices and on wages offer further ques- 
tions. Successful preventive measures would naturally tend to prevent both 
prices and wages from falling. If prevention fails and cure becomes neces- 
sary, some declines may be inevitable. This condition ought to afford an in- 
centive to resuming work, by reducing costs, and ultimately it probably has 
this effect ; but for some time the effect is likely to be exactly the reverse as in- 
dustry waits for the decline to go as far as it will. One thing which an 
“economic council” might conceivably succeed in doing is to bring about a 
better organized and more rational market action by bringing all the parties 
together. The question then might at least come up for discussion: “How 
small a deflation of prices, or wages, will be sufficient to afford an incentive 
to resumed construction?” Out of such a discussion might come something 
more useful than a stubborn pegging of prices or wages on the one hand, or on 
the other, a blind withholding of demand in the hope of further declines and 
in search of the elusive joys of buying “at the bottom.” 

It is well that the present experiment has taken as part of its platform:. 
“No wage reductions.” If such an industrial council came under suspicion, 
rightly or wrongly, of serving to unify the power of the employers to fight for 
wage reductions, all the good it might accomplish would be lost in the result- 
ing aggravation of class hostility. Hence it should accept the necessity of 
wage reductions only if forced upon it, and as a last resort. The effort of 
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toward moderating them; never toward 


economic policy, often lets not its left hand know 
In one section of President Hoover’s excellent and 
Congress, the government is to “fertilize the soi] 


ss money and so reducing taxes. In another 
we find it undertaking at the same time to rescue 
1oney, which must some time come out of taxes, 
as it sounds. Economy is the permanent policy; 


osperity may, under favorable conditions, turn out 


over a term of years so much as timing what we 
siness the most good. Relief measures may be 
easily so long as business is basically strong 
Chronic depression and unemployment on the 


es have been witnessing would change the charac- 
ce it very hard indeed to combine business relief 


Even under present conditions, can we trust a 
to keep these strangely assorted ways of pro- 
proper place? This will require more than 

Fortunately, we have something more at 


rmany began to experiment with public works 
mployment before the war. Cities that estab- 


1 of unemployment relief during the decade immedi- 
in many cases provided excavation work, street 
for the unskilled and the building trades workers 


yn unemployment benefits. Much of the work 
t were undertaken in advance of regular plans 
of the unemployed. In the business depression 


ria and other states officially recommended that 
urtailed or abandoned be enlarged or renewed in 


loyed. In such cases it was recognized, even 
pointless and unnecessary work set up merely to 
was wasteful. 
following the war attained such proportions 
was forced to adopt a national program to care 
msequence of the war. National intervention 
mporary. The program of relief in the early 
included from the beginning the conception 
work should, wherever possible, be given in 
s. To this end money was appropriated from 
t the difference between the cost of public works 
loyed and the pre-war expenditures for similar 


n without reference to giving jobs to persons out 


iated for this purpose were termed Ueber- 


y was continued until 1920. 
ungszuschiisse was elaborated and perfected 
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early in 1920 into that of “productive unemployment relief.” In the new 


one plan, the underlying principle was that funds to promote public works should 
ii be granted in proportion to the resulting savings in unemployment relief. By 
aid this principle, the administration of public works was given over to the au- 
oan thorities disbursing unemployment relief. In this way the officials who 
eile granted moneys for public works out of the unemployment relief funds were 
ene position to know whether the sums allowed were actually used for the pur- 
taxes, MePoS° intended. Such supervision was of particular importance because private 
ae. and semi-public as well as public enterprises were subsidized from unemploy- 
wie ment relief funds. The system of subsidy was popular during the inflation 
dh Hp period when it seemed better to spend government funds than to lose the 
ay te money through its depreciation. 
strong The system of “productive unemployment relief” was based on the princi- 
ai he ple that public works of this character should have economic value. Enter- 
wrt prises were therefore selected that were calculated to increase the national 
relict Mg CUteet of foodstuffs, raw materials, and commodities required by industry, 
india that required a large proportion of man-power and relatively small ex- 
pe penditure on material, that led through their execution to a better distribution 
. than a”! labor or the creation of fresh opportunities of work, and that promoted the 
seek transfer of labor from large cities to the country or to small towns. A person 
could not be required to accept a position on public works that was unsuited 
tiie to his physical condition or occupational training and experience. Refusal 
estab- ‘ a boas. job, however, constituted ground for denial of unemployment 
rand peers Employment on public works was normally limited to three months, 
shtect although if skill could only be acquired slowly or if the individual's case was 
oad particularly necessitous, it could be extended to six months. On the other 
work (a. and, a person was to be released immediately if permanent work was offered 
plans him. 
ite In 1925 the previous orders were codified, modified, and elaborated. Small 
1 that and large scale relief works were renamed Grundférderung and verstdrkte 
pve I orderung respectively. The former received grants from the unemployment 
yon relief funds. The enterprises receiving verstérkte Forderung were not only 
dete aided from the unemployment relief funds but were also given other assist- 
- ance usually in the form of loans at a low rate of interest. The money for 
atti these loans was derived from funds contributed equally by the federal govern- 
iia ment and the state in which the enterprise was conducted. 
inten When the Employment Exchanges and Unemployment Insurance Act of 
easly 1927 was passed, it retained, essentially, the previous provisions concerning 


productive unemployment relief. The term was changed to “value-creating 
unemployment relief.” Employment upon public works was treated as com- 
parable with that under terms of private contract. The standard wage rate 
of the community was to be paid in all but exceptional cases. Subsidies to 
private concerns were forbidden. Decision concerning grants or loans to 
public works was turned over to the Reichsanstalt fiir Arbeitsvermittlung und 
Arbeitslosenversicherung, the institute created to administer the Act of 1927 
Funds of the Reichsanstalt cared for enterprises conducted on the basis of 
Grundférderung. Where necessary the enterprises were to receive verstéarkte 
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Forderung or additional assistance in the form of loans or subsidies from na- 
tional and state funds. 

The scheme of public works developed in co-operation with unemployment 
compensation resulted in appreciable decrease of unemployment. The scheme 
of Ueberteureungszuschiisse received 475,000,000 marks from the national 
government and at least an equal amount from the states or private entre- 
preneurs that conducted the enterprises. About 330,000 persons were em- 
ployed upon 12,886 enterprises. These included excavation and construction 
work, electrical works, laying out gardens, forestry, and building roads and 
canals. Productive unemployment relief provided 71,069,126 days of work 
between January 1, 1920, and March 1, 1924, and 68,534,644 days between 
March 1, 1924, and April 1, 1926, or over 140,000,000 days in 644years. The 
number of days of work given since that time is not known, although the 
Reichsarbeitsblatt publishes the number of persons employed upon public 
works. 

In addition, funds for public works have been utilized to build homes for 
agricultural workers in order to stem the rush of farm labor to the city. 
From 1921 to spring of 1928 about 43,000 such houses were built. Further- 
more, since the housing shortage in Germany contributed no little to the im- 
mobility of labor, 2,000 other homes were erected between 1926 and 1928 for 
workers who could not otherwise have accepted positions in communities other 
than their place of residence. 

Although the sum total of public works conducted in co-operation with 
unemployment compensation during the post-war decade assumed consider- 


able proportions and exerted substantial influence upon the program for the 
unemployed, the Reichsanstalt was beginning to see its limitations. Value- 
creating relief works cost more than unemployment benefits. The work which 
would not be undertaken without special encouragement showed signs of ex- 
haustion. The worker did not always carry to the job the same standards 
of performance that were normally expected of him. The range of occups- 
tions was rather limited. 


The scheme of “productive” or “value-creating” unemployment relief, how- 
ever, did not cover all public works. Only those enterprises were included 
that were undertaken for the express purpose of offering work to the unem- 
ployed that could not be otherwise financed. The limitations of the program 
of value-creating unemployment relief works were faced when the Reich- 
sanstalt found that it had seemingly exploited their possibilities to the full. 

In consequence, attention has been turned in recent years toward the possi- 
bility of co-ordinating and planning all public enterprises with a view to 
reducing seasonal and cyclical fluctuations. Suggestions for co-ordinating 
public enterprises include plans for the national treasury, war and transporta- 
tion ministries, the postal service, the government railways, the state, pro- 
vincial, city, and communal activities, including such publicly owned services 
as transportation, light, and power. Administrative authority in construction 
or improvements in these offices is naturally widely distributed, each body 
working more or less independently of the others. The sum total of their out- 
lay for a year has been estimated by the Federal Economic Council ( Reich+- 
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irtschaftsrat) to be about 6,500,000,000 marks, or about 5 to 10 per cent of 
he total national business. Furthermore, there are private industries which 
depend upon public orders. 

The difficulty of control lies in the fact that much of the work cannot be 
nostponed to a time of seasonal and cyclical depression, since public bodies 
isually do not appropriate funds for public works until need for such enter- 
prise becomes too pressing to be delayed. Work once started cannot often 
be postponed without causing deterioration in the part already completed. 
Many German public works also include services that in the United States 
are privately owned. The volume of demand for these services, such as trans- 
portation or powers, fluctuates with general business conditions. 

In 1926 the Federal Economic Council deliberated the wisdom of machinery 
to centralize and co-ordinate all public enterprises whether local or national. 
It recommended that the national government, the railways, the provinces, 
and the larger cities report to the Department of Commerce the public works 
upon which they were engaged. The report was to include the type and 
number of enterprises, their beginning and expected duration, the firm to 
which the contract was let, the important terms of the contract, and the money 
appropriated therefor. In response to this suggestion, since January 1, 1929, 
the national government offices, including the postal service and the railways, 
have been sending in monthly reports to the Federal Statistical Offices upon 
specially devised blanks covering expenditures for all enterprises costing 
more than 20,000 marks. Since April 1 of this year the provinces have done 
the same. In addition to these monthly reports, the departments and bureaus 
of the national government and of the provinces present to the Department 
of Commerce at the beginning of each fiscal year a statement of the public 
works included in their proposed budgets for the year. 

The Federal Economic Council also recommended that, at certain periods, 
these various public agencies meet with interested economic groups to plan 
projected work. Such conferences were first held in 1926 and have been 
conducted subsequently. The intention is in the future to transfer them to 
a special commission whose particular duty it will be to plan public works. 

Similarly it is hoped that co-ordination of local public enterprises may be 
developed through regular conferences. To serve this purpose it is expected 
that the district offices of the Reichsanstalt will be useful. Therefore, the 
presidents of these district offices have been requested by the Minister of 
Labor to remain in constant communication with all bodies undertaking public 
works within their districts. 

As a result of these deliberations, Germany is already in a position to know 
the important projects being conducted by the national and provincial au- 
thorities. The district labor offices under the Reichsanstalt are gathering 
similar information concerning the communal enterprises within their bounda- 
ries. The statistics available through regular reporting should assist in the 
co-ordination of public construction activities and perhaps later of public and 
private enterprises. The plan offers the possibility of national planning of 
production. 

Frank G. Dickinson.—The success of President Hoover’s recent confer- 
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local activity. Considerable financial assistance is now given to the road 
building programs of various states. The Washington officials might, with 
congressional authorization, withhold these grants for new projects initiated 
in periods of prosperity and correspondingly increase these sums during de- 
pressions. Although these grants constitute a small portion of the total out- 
lav, they would, however, probably be sufficiently large to regulate the timing 
of a considerable portion of road construction. 

The importance of this policy is further indicated by the fact that more 
than one-third of our public construction expenditures are for hard roads 
alone. If that item can be made to fluctuate inversely with industrial employ- 
ment, the major co-ordination will have been achieved. Doubtless a state 
governor would hesitate to forfeit a federal grant by cutting the appropriation 
for hard roads during a period of depression. I might add that the recent 
£130,000,000 tax cut, although adequately justified, might have been used 
to speed up our tardy road building program. 

This plan of giving federal aid would also check any tendency to continue 
expanding public work after business generally was on the up-grade. We 
have already reached the stupendous figure of over $1,500,000,000 expended 
annually on good roads. If we add to this the other items of public con- 
struction the total would be sufficient, if properly timed, to fill completely 
the wage gap of unemployment among factory workers, the only group for 
whom employment data are available. It is clear that the essence of the 
scheme so to utilize all public works is proper timing rather than undue 
expansion of the total expenditures over a period of years. 

This plan of allotting federal road grants would be complicated by state 
receipts from the gasoline taxes. Perhaps the gasoline tax fund could be 
used to retire hard road bonds during periods of prosperity, and new bonds 
could be issued during depression. 

The second suggestion is that the government might combine the national 
debt reduction program with the hard roads program. The annual amount 
set aside for both purposes would be allocated mostly to debt reduction during 
good years, and the amount for hard roads greatly increased in years of wide- 
spread unemployment. Other federal projects such as deep waterways, 
reclamation, and irrigation might be included. Brevity forbids the discussion 
of the financial and budgetary problems which this procedure would involve. 

Professor Clark has ably exploded the myth that public credit used for 
construction financing merely reduces the amount available for private in- 
dustry, thereby creating no new or additional employment. It is true that 
the sale of construction bonds would absorb some of the funds that might 
have been available for industrial investment; but it is doubtful if abundant 
investment funds would increase industrial production in a period of falling 
commodity prices. Financial reorganization, liquidation, and insolvency 
might be prevented, but production would not be increased greatly when the 
sale price of finished products, after several months of processing, was less 
than the cost of raw materials and labor embodied therein. There is a paradox 
in this matter. The proceeds from these bonds would be expended on con- 
struction and that spells buying power for wage earners; this would in turn 
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increase the gross receipts of stores, theaters, railroads, etc. The real question 
is the time lag between the sale of the bonds and turning the first spade of 
dirt on the job. A long time lag might aggravate industrial credit conditions, 
In some states such bonds are not sold until after construction begins, 

Dr. Carrol has clearly indicated the pitfalls this country is likely to ex. 
perience in the light of the German experiment with public works as a pros- 
perity reserve. It is important that the work already started shall not be 
terminated and costs be increased thereby. I seriously question the advisa- 
bility of attempting to employ the registered unemployed. We certainly 
should not attempt to solve the problem of the permanently unemployed dur- 
ing a period of depression; that problem, at best, is a difficult one for pros- 
perity. I believe it would be better to allow the contractor perfect freedom 
in his selection of employees. That is the only safeguard against excessive 
labor cost on such projects. The contractor will then be free and can under- 
take the job at a low competitive price. Doubtless a considerable portion of 
the objection to utilizing public construction in this manner comes from those 
intelligent observers and students of history who cannot forget the inefficiency 
of such experiments as Louis Blanc’s Social Workshops in 1848. 

It might be desirable, however, to secure some pledge from the leaders of 
organized labor to refrain from taking advantage of such times to unionize 
workers in what had been normally unorganized trades in the particular com- 
munity. Perhaps a gentlemen’s agreement to issue temporary cards to non- 
union men in the highly organized building trades would be effective in open- 
ing the job to the registered unemployed. 

The effect upon cost is of interest to every taxpayer. Would the dovetail- 
ing of public construction with the ebb and flow of industrial activity increase 
the cubic foot cost of construction and the burden of taxes? Although a 
dogmatic answer to this question is impossible, certain facts are clear. The 
period of lowest costs has usually come nine to twelve months after the period 
of least employment. Hence, all public building that is advanced will be 
brought into an earlier period when price levels and construction costs are 
still high. Likewise, all construction postponed from properous periods—a 
delay which would probably not exceed eighteen to twenty-four months— 
would be transferred from a period of high costs to a period of lower costs, 
although not lowest costs. As a tentative conclusion, all public construction 
postponed means a saving to the taxpayer, whereas all public construction 
advanced probably involves higher cost. 

A large number of people who favor this plan of making prosperity perms 
nent would be greatly disillusioned if they ever discovered the true meaning 
of stabilization of business. To many this means the perpetuation of the 
highest level of frenzied prosperity, the continuation of enormous profits, and 
overtime work for labor. In reality it means the prevention of, rather than 
the perpetuation of, these “‘ideal’’ economic conditions. There is but one way 
to eliminate business depressions, and that is to eliminate periods of frenzied 
prosperity. Graphically stated, our job is not to extend the high point ir 
definitely but to push the peak off the mountain of prosperity into the valley 
of depression. 
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Antoun D. Gayer.—Professor Clark very properly pointed out at the 
beginning of his paper how any such problem as we are considering here 
changes its appearance the closer it comes to the realm of positive action. In 
speaking of public works, we were told, we must include private industrial 
construction as well. But it is not only the scope of the problem which changes 
the better acquainted we become with it, but our conception of its nature. I 
shall have nothing to say of private construction but I hope to show how this 
happens in the case of public works, after some months intensive study of a 
large mass of factual and descriptive material, relating especially to the prob- 
lem in New York City and New York State, from which my examples will 
be chiefly drawn. 

Professor Clark’s conclusion with regard to the problem of a planned 
versus an unplanned reserve was that there seemed no immediate way of 
settling the question. But perhaps it is a problem which settles itself. The 
root idea of a planned reserve necessarily involves the retardation of public ’ 
works. That is what a prosperity reserve means: deliberate postponement 
of selected construction projects with the intention of later using them as a 
stimulant to business. The dangers inherent in such a course have been trench- 
antly stated. This is a case in which discretion would appear to be the 
better part of valour. In the present state of our knowledge and in the 
absence of any unified control of all industrial processes, the preferable | 
alternative is clearly to avoid putting the brakes on production as distinct 
from price inflation. But the point I wish to make is independent of the 
correctness of these observations. It is that the better acquainted one grows 
with the realistic details of the political and industrial situation in which 
the plan is to be operated, the clearer becomes the realization that the de- 
liberate retardation of public works is going to be an even more difficult’ 
practical problem than their acceleration. 

The instances cited by Mr. Riggleman of the control over construction 
exercised by some city governments were certainly interesting, but I think 
his implicit warning that they should not be taken outright at their face value 
calls for emphasis. There is always a temptation for state and city officials 
in answering questionnaires enquiring whether they exercise control to answer 
in the affirmative, either because they do not fully understand the question or 
because they consider such an answer is expected. Put the question outright, 
as | have sometimes done in personal interviews, and you are likely occasion- 
ally to receive the same reply. But if you go about it indirectly, by inquiring 
about each step taken between the time appropriations are requested and the 
time the money is spent in construction work, it becomes very apparent that 
little or no cyclical control is either exercised or attempted. That, at least, 
has been my experience with various governmental units in New York State, 
and I feel reasonably sure that it is fairly typical. Detailed statistics of ex- 
penditures on pubic works over a period of years point clearly to the same 
conclusion. No blame attaches to state and city governments for this condi- 
tion of affairs. It has been no one’s specific duty in any administration to 
stagger public works with a view to ironing out business fluctuations. Quite 
apart from the very considerable difficulties inherent in such a plan, public 
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officials usually h ands too full of a multiplicity of practical prob- 
lems, some of thx nding immediate attention, to be able to look 
very far ahead, | ) observe, too, at this point, that public cop. 
struction involves onomic and financial problems but has politica] 
aspects equally 

In regard to t s of retarding public works, Miss Carroll ha; 
given us example ym German experience which would appear to 
corroborate the gx vents made above. Perhaps I might cite a few 
specific instances f: home, taken at random. The greatest part of 
New York City’s on public construction goes in the building 
of schools, streets nd water supply facilities. The serious shortage 
of adequate edu: ires since the war is well known; rapid im. 
provement has be rectifying it, but much room for further improve. 
ment still remain pply facilities, despite recent rapid expansion, 
still fall short of e city’s requirements. And no one who has 
had any experi y York's transit problem needs to be told that 
subway construc last thing which should be delayed. To take a 
rather different c nment of New York State recently authorized 
a three hundred 1 r bond issue to finance the elimination of danger- 
ous railroad gra . No body of irate voters will go to the polls 
en masse and tur 1dministration in office if this work is held back. 
Only more peop! killed, even if because of their own carelessness, 
Quite properly, t ernment feels that having decided to spend a 
given sum of mor rk it had better be finished as rapidly as is con- 
sistent with its « on. Again, a shortage of prisons, hospitals, 
and other public 1s presents in many states and cities an acute prob- 
lem which brooks 

What I am try ; that we envisage the problem artificially, if 
we think of publ ing much freedom of choice between different 
projects, none of ularly urgent. Their latitude is strictly limited, 
and almost always idhand, often through no fault of their own, 
in the supply of led public facilities. So we can see that the crea- 
tion of a prosp through previous retardation of construction is 
hardly practical ver, public construction has shown a steeply 
rising trend duri! lecade, and there is every reason to expect that 
that trend will con factor is not fatal to the public works plan, Re 
liance on an unp! eserve does not mean that no advance planning should 
be made at all. ng should be there, even if the creation of a pros- 
perity reserve is The problem of using public works as a 
balance wheel of ivity is merely part of the larger general prob- 
lem—or rather « f problems—involved in the construction of public 
improvements by) | agencies. The discussion of the question 
hitherto has been d largely on its theoretical aspects, inevitably 
so in the absence juate statistical and factual compilation of rele- 
vant data. The 1s sometimes been somewhat misplaced emphasis. 
The greatest difl [ suspect, which stand in the way of accelerating 


public works are n administrative, political, and technical character. 
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These difficulties are almost infinitely varied as between different cities 
nd individual projects. When Chicago finds difficulty at the Christmas 
olidays in meeting the pay-rolls of its teachers through the refusal of the 
anks to accept any more of its paper, it is not likely to be able to borrow 
puch for emergency construction to prevent unemployment. New York 
ity, on the other hand, can raise almost unlimited funds practically over- 
ight, at excellent rates. In New York State a governor belonging to one 
arty is unable to obtain the consent of the other party’s majority in the 
egislature to a bond issue for prison construction. And so on. Instances 
f particular local difficulties can be multiplied indefinitely. But there are 
rtain broad difficulties which attach almost everywhere to nearly all types 
f public works: problems arising out of the constitutional limitations im- 
. osed upon the contraction of debts by states, counties, and cities; large 
nSi0n, MB roblems of financing public improvements without waste; of the drawing 
10 has p of plans and specifications; of the acquisition of sites; of city planning, 
1 that nd the rest. These cumulative difficulties are great, but not insuperable if 
ake *Bittacked in advance. The best chance of success in putting the idea into 
rized MM reration lies in taking careful thought before the event as to how they 
ger Bian be overcome; in preparing the way for speedy action when it is called 
Polls Hor by reducing the forces which hamper it. 
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back. In short, as we grow better acquainted with the problem of stabilization 

SNCS. Brough public construction, we begin to see that what is needed is not so 

end « Much the creation of a reserve volume of public works during prosperity as‘ 

8 Con: Hie devising, in advance, of machinery which will allow the prompt initiation 

Pum r acceleration of the huge latent reserve of needed improvements usually 
TO 


lready in existence. 

(Editor: The discussion was participated in also by J. R. Riggleman and 
lly, if Hijames S. Taylor of the Bureau of Standards, Dr. J. A. Jewkes of the Uni- 
ferent ersity of Manchester, Dr. Isador Lubin of the Brookings Institution, and 
mited, Hy Professor C. R. Fay of Toronto University. Space limitations prevent 
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Y OF ECONOMIC DYNAMICS AS RELATED T9O 
INDUSTRIAL INSTABILITY 


Frank W. Tavussic, Chairman 
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ountries in which there has been no sharp and avowed break with the tradi- 
ion of freedom of enterprise anid governmental non-interference. 

One important result of these developments is to place heavy duties upon 
he economists of this generation. Their responsibility for understanding 
conomie processes, for providing business and political leaders with the 
nformation upon which intelligent direction of such processes must depend, 
s far greater than it was in an age when the principle of laissez faire pro- 
ided an easy way out for economists. 

A central task of present-day economics I take to be the study of sta- 
bility and instability in the working of a modern industrial system, in re- 
ation, of course, to the basic processes of production, consumption, dis- 
tribution, and exchange. Numerous phases of this central problem would 
equire attention in any systematic program of study. Certain of these are 
suggested by the following questions. 

First, with reference to any economy as a whole: (a) How may one 
efine instability and measure degree of instability in the working of an econ- 
py? (b) On what does the stability of a functioning economy depend? 
yhat relations among changes in different elements of an economic system 
onduce to stability in the operations of the economy as a whole? (c) May 
ve draw a distinction between instability in the working of an economy 
nd the flexibility required for ready adaptability to changing conditions? 

Second, with a slightly different reference: (a) Are there certain active 
lements in the economic system which, in their changes, condition the move- 
ments of other elements? (b) What elements of an economy in operation are 
ost flexible (i.e., most readily adjustable to change)? What elements are 
east flexible? (¢) What elements of an economy are least stable (i.e., 
ubject in the highest degree to erratic fluctuations)? What elements are 
most stable? Finally, with regard, now, to the direction of economic pro- 
esses: (a) Where may control of a functioning economy be exerted? (b) 
Are there economic elements through which economic processes at large may 
be influenced? What are the limitations to such control? 

I recognize the abstract character of these questions, and the desirability 
f describing the problem in more realistic terms. We may, perhaps, make 
he matter more concrete by suggesting that the data to be employed in formu- 
ating theories of the working economy are statistical series in time relating to 
ie accumulation of capital, capital investments in different industries, the 
yolume of credit, amounts of credit extended for commercial, industrial and 
ther purposes, discount rates, wages, profits, the production, consumption 
snd prices of specific commodities, imports, exports, car-loadings—all the 
measurements which define the numerous and related changes which are of 
oncern to the economist. Back of such data, of course, are the ultimate 
working elements of the economy—men, machines, land—but the processes 
which reflect the behavior of such ultimate working elements, in combina- 
ion, may be studied only through the statistical series which constitute the 
lata of dynamic economics. The relations among elements, then, and the 
onditions of stability and of instability in the economy are to be studied 
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in records of the type cited. Phrasing the above questions in terms of sud 
records, thinking of instability and flexibility in terms of production, ¢ 
ployment, wages, dividends, and prices, the problem takes on a more realist 
form, 

That these are important matters is not, I believe, open to doubt. Thg 
we sorely need both a rational program and a technique for the study of y 
economy in operation in order that these and a host of related questions my 
be answered is equally clear. These needs have been brought home to y 
in connection with such studies as have been made in recent years by th 
Committee on Recent Economic Changes in the United States and by th 
Balfour Committee in Great Britain. The recent conferences in Washing 
ton to consider ways and means of stabilizing economic conditions emphy 
sized the same requirements—a rational program for studying the relation 
among the working elements of an economy, instruments of precision fr 
dealing with temporal change in the economic realm. 

It is proper, at this point, to examine the bearing of the body of currex 
theory upon these questions, to consider the adequacy of the concepts anj 
instruments of economic theory to the solution of these problems. Any dir 
cussion of industria] instability and of the related matters touched upm 
above involves, of course, problems of dynamic economics. Accordingly, i 
is the dynamic forms of classical and of mathematical theory which concen 
us. 

In brief, I would suggest that, although there is much in current theon 
which furnishes material assistance in such a study of economic processes, 
the doctrines of classical and mathematical theory are inadequate to ow 
present needs. This is due, perhaps, to three circumstances: 

1. These bodies of theory were not formulated with reference to th 
specific problems here under review and which are of particular urgeng 
today. 

2. Traditional theories are based, in the first instance, upon the action 
of individuals; the data are individual choices, individual appraisals 
utility, individual demand and supply schedules. The problems here unde 
discussion are problems relating to the functioning of an economic system, 
considered as an entity in itself. A working economic system, it is suggested, 
has attributes of an order quite different from those characteristic of th 
individuals who make it up. These attributes cannot be determined by th 
study of the behavior of individuals, or by any process of summation of it 
dividual attributes. They must be ascertained by a study of economic pre 
cesses viewed as mass activities.1 The price of cotton in a given market m 
a given day, the rate of interest on sixty-ninety day commercial paper in! 
given market on a given date, the production of potatoes in a given regia 
during a stated period, the consumption of sugar by a given population durig 

* This is not to say that the desires of individuals and changes in these desires are d 
no interest to the economist. They are of tremendous interest. But for the purpos 
of dynamic economics these changes must be studied and measured in the aggregate, i 


their effects upon the direction of expenditure of the national income, upon the produe 
tion, consumption and prices of specific goods, and upon other economic phenomem 
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a stated interval—these reflect the joint activities of countless individuals. 
If dynamic theories and the data of economic change are to be mutually rele- 
vant, the theories must be based upon such data as these. 

3. In the development of formal economic theory there is a preliminary 
abstraction from reality, an important part of which is the assumption of 
static conditions. Later an attempt is made to remove these limitations, 
and to restore in their full force the factors of time and change. I do not 
believe that the transition to dynamic conditions in the complex structure 
of the working economy is effectively made, either by classical or mathemati- 
cal economists. Change with the passage of time (and I take the term 
“dynamic” to mean simply “change in a connected series of events’’) is of 
the very essence of the problems which concerns us. To eliminate this fac- 
tor, as is done in assuming the existence of a static economy, is to remove 
from every economic problem that element which lies at its heart. This ele- 
ment cannot, I think, be first eliminated and later restored. Efforts to do so 
have not as yet given us satisfactory and realistic theories dealing with the 
general processes of economic life. 

In speaking above of the bodies of classical and mathematical theory I 
have meant to refer only to certain central doctrines of these schools. Within 
the scope of economic theory broadly defined there are, of course, doctrines 
to which these strictures do not apply, but these outlying and more realistic 
doctrines do not purport to provide comprehensive accounts of general eco- 
uomic processes, 

As a further comment, one might add that, in form, neither classical nor 
mathematical theory is designed to take full advantage of the mass of statis- 
tical information concerning economic processes which is becoming available. 
It is, I think, incumbent upon this generation of economists so to orient dy- 
namic economic theory that this new material, the like of which was not 
available in 1815, nor yet in 1915, may be. utilized to the full. 

In positive form, the two chief points I have stressed above are these: 
First, a more fruitful starting point for theorizing concerning the dynamic 
aspects of economic life is afforded by the economy, viewed as a functioning 
whole, than by the individual. Secondly, temporal change should enter as an 
integral and primary element of a general theory of economic dynamics. 

Phases of the problem of developing such a theory have, of course, been 
attacked by economists in many fields of research, but we have not, perhaps, 
approached the problem as that of securing a comprehensive account of 
economic change in an economy as a whole. Can we employ measures relat- 
ing to secular and other changes, and such knowledge as we have con- 
cerning the interrelations among the series to which they relate, in the 
construction of a general theory of economic change? Can we study in any 
but an empirical way the relations among trends, cycles, and the various 
kinds of fluctuations to which economic elements are subject? Can we fit em- 
pirically established facts of antecedence and consequence relating to a 
working economy into such a general theory, a theory which might possess 
a precision so clearly lacking in the customary generalizations concerning 
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economic progress? In considerable part these questions remain to be an 
swered. 

It is perhaps here pertinent to say that in suggesting this par. 
ticular orientation of dynamic theory there is a definite renunciation of the 
attempt to build such a theory about a single unifying principle. No such 
single principle can serve in the study of the multifarious aspects of moder 
economic life. The sterility of much economic theory has been due, I think, 
to the attempt to amplify into a body of theory a single dominating principle, 
in terms of which all economic phenomena might be interpreted. To accept, 
instead, the view that in this field it is the function of the economist to 
solve the significant rea] problems that arise as a result of economic change, 
is not to say that there is no place for theory. It is to turn attention toa 
search for different kinds of theories, theories concerning the working re- 
lations among the elements of an economy, theories which may afford some 
measure of control over economic processes. It is to look for many theories, 
not one, and theories of an order somewhat different from those which were 
developed in attacking the problems of an earlier day. 

There is, of course, a very real danger in this direction, a danger that 
the body of dynamic theory should be nothing more than a medley of ad hoc 
hypotheses. A theory should aim to provide an integrated view of the 
working economy as a whole. If it be a false goal to seek to excogitate a 
body of theory from a single principle, in terms of which all economic 
phenomena are to be explained, it is inadequate and altogether unsatisfac- 
tory to seek to interpret a body of obviously related phenomena in terms of 
separate and unrelated hypotheses. The goal of theory must be to possess 


the degree of unity that the facts possess, a goal, to be sure, which one can 
never be certain has been attained. That theory is erroneous which is 
posited upon a degree or type of unity which the facts do not possess; that 
theory is inadequate which fails to take account of real relations among 
the phenomena in a given field. With this double caution in mind we should 
examine the data of dynamic economics and should seek general principles 


in terms of which the phenomena of economic change may be interpreted. 


In seeking to secure a fuller understanding of the working of a modem 
economy, use would be made of numerous theories concerning the relations 
among changes in economic elements. A general theory of economic change, 
if such may be conceived, would represent an integration, after testing, of 


all these separate and 


particular hypotheses to be found as unplicit or ex- 
plicit in the multitudinous forms of economic activity. Whether in- 
tegration into a complete and consistent system is possible remains to be 
seen. But approaching these separate hypotheses from the point of view 
of the economy as a whole and centering the issue about problems of change, 
one would attempt to give these theories, in combination, the degree of 
unity the facts possess 

A body of theory thus oriented would provide a working hypothesis con- 
cerning the relations among the elements of an economy in operation. It 
should aim to tell more adequately and with greater precision than does 
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any body of theory now available how an economic system works, as well 
as what the separate factors and processes are. It should provide a definition 
of economic stability (and, conversely, of economic instability), a definition 
which would permit of application and testing with reference to quantita- 
tive data. Such a theory, with an appropriate technique of research, should 
permit short-term changes to be considered in relation to enduring tendencies 
and shifts in these tendencies; it should enable the causes and conditions 
of short-term instabilities to be studied with reference to more general or 
more persistent changes and to the more fundamental problem of general 
economic stability. 

Perhaps the immediate need is not so much for a body of theory as for 
a provisional framework into which the data of economic change may be 
fitted, a scheme for the organization of the materials of economic change. 
Such a scheme must, of course, be drawn up with certain hypotheses in mind, 
but it should be flexible enough to permit the data to tell their own story. In 
the last analysis, the structure of the material in a given field is to be sought 
in the material itself; provisional theories should not so narrowly bind the 
material that its innate structure is not visible. 

In the present summary I have attempted merely to present the general 
problem, and to suggest a direction in which improvements in the pro- 
cedure for dealing with the problem of economic stability may be found. 
How we are to weld together the various current doctrines which deal in a 
realistic way with economic processes, how we are to elaborate them and, 
if possible, secure a synthesis of such doctrines out of which a more ade- 
quate theory of economic dynamics may emerge—these are questions still 
to be answered, 

I’. B. Garver.—I agree with Professor Mills in believing that classical 
economics does not state principles or provide analyses that are entirely ade- 
quate for the control of industrial instability. But this inadequacy does not 
arise from the static character of the theorizing, but largely from the fact 
that the principles of classical economics are too general, and from the 
present impossibility of measuring quantitatively some of the fundamental 
factors with which the theory deals. As students of individual industries and 
businesses unearth more facts about the actual problems of industry the laws 
of economics may be expected to become more specific and more useful for 
purposes of control. It is also probable that it will be unnecessary for the 
state to exercise as much control as some now believe desirable, because busi- 
ness organizations themselves will try to prevent instability. 

Frank H, Knigut.—Professor Mills’ paper is typical of a trend promi- 
nent today, a trend away from the abstract and theoretical and toward con- 
crete fact and practical application. In its place, there can be no quarrel 
with this emphasis, but there is much room for discussion as to just what 
its place is. The first line of criticism which the paper suggests may be de- 
scribed as negative. In his references to the older, classical approach to 
economics, Professor Mills’ words have a general tone of dismissal which is 
more sweeping than his explicit statements. It seems to me that interpreta- 
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tions of the classical economics commonly understress its close association 
with the utilitarian social philosophy. If we accept the satisfaction of the 
actual wants of individuals, as judged by themselves as the end of action 
in general, and consequently accept maximum individual freedom as the on 
legitimate objective of social policy, the concrete facts of economic behavior 
are actually irrelevant. What the individual does with his freedom is 
merely his private affair. Of course the theory also assumes that property, 
exclusive possession of the means of action, is an attribute of personality, , 
corollary of freedom. In terms of such premises, economics, the science 
treating of public policy in relation to the use of resources in the satisfaction 
of wants, is a purely theoretical or formal discipline. The validity of the 
premises cannot be argued here, but two things must be emphasized. The 
first is that most of the larger questions of economic policy which are actually 
matters of discussion and social] action still fit the old categories. Secondly, it 
must be noted that contro] in the concrete sense raises problems which the 
younger generation of economists in America rather typically confront with 
remarkable assurance. They are not the first who have had the idea of bring- 
ing up society in the way in which it should go, and the project always runs 
into difficulties. Control seems to involve a selection of the controller and 
the setting up of norms, as well as the discovery of an effective technique, 
The problem of controlling the controllers seems likely to continue to be of 
paramount importance in this connection. It is true that the particular 
problem of economic stabilization is more or less peculiar in that super 
ficially at least it appears relatively free from serious conflicts of interest 
which a controller would have to resolve arbitrarily. 

More positively and more generally, even more comment would be called 
for in treating adequately the issues raised regarding the type of social 
theory envisaged in the paper. With all due regard for the intellectual ap- 
peal of concrete and objective data on an inclusive scale, one may doubt 
whether other things can really be left out of account. Exception may surely 
be taken to the statement that ultimate elements can be studied “only” 
through statistical t series. The very notion of economy is one of re, 
lations between benefits and costs to human beings, and it is not clear how 
any economic problem can be discussed apart from considerations of indi- 
vidual and social “‘teleology’’ which are so repugnant to the thinking of ecor- 
omists of the school which insists on being rigorously scientific. In any case, 
restriction of one’s study to statistical series involves assuming that com- 
modity and price magnitudes adequately describe or measure some set of hv- 
man acts and interests which can be cut apart from the living complex of in- 
dividuals in society and interpreted and manipulated in isolation. Such a posi- 
tion reflects a view of human nature which seems more than questionable. 
Ultimately, of course, one has to face methodological questions of the most 
profound and difficult sort. It is not to be assumed out of hand that the 
procedure of physical science can be carried over to human data. The 
content of social relations, to those who are not engaged in proving a theory, 
consists of meanings and values; the process of understanding is one of 
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intercommunication; and control involves suggestion, persuasion, coercion, 
and the like, which are largely mutual and in any case are foreign to the 
corresponding relations between man as knower-controller and physical na- 
ture. Finally, the natural sciences themselves have their theoretical con- 
cepts, such as energy in physics and the struggle for existence in biology, 
which are vastly different from the purely empirical and descriptive formule 
to which Professor Mills’ approach would seem to limit economic hypotheses. 
R. W. Sourer.—Professor Mills’ distinction between the alleged indi- 
vidual approach of traditional theory and the social or mass approach of the 
economics of the future is not clear to me. Surely it was with aggregate de- 
mand schedules that the classical economists were concerned as a working 
tool? Even the elementary texts of twenty years ago commonly discussed 
the relation of individual freedom, or caprice, to the predictability of mass 
behavior, and pointed out that isolated cases of “irrational” behavior could 
safely be disregarded from a mass standpoint. The word “rational” is at 
present under a cloud, but the meaning here is clear. All I wish to point 
out is that the argument used was essentially statistical in character, and that 
the “classical” economists were content with demonstrating the dependa- 
bility of behavior in the mass. They introduced individual schedules to build 
a rough psychological bridge to a “rational” explanation of the negative 
inclination of aggregate demand curves, and to show that the summation of 
individual schedules gave aggregate schedules. The truth of this arthmet- 
ical truism is not affected, I think, by the circumstance that we now under- 
stand better than did the nineteenth century economists that the psychological 
complexities underlying individual objective choices are really social prod- 
ucts. For the case is not one of those (emphasized by Marshall) in which 
the “mechanical” analogy must give way to the “chemical” or the “organic.” 
The individuals considered were not isolated beings whose conduct would 
change unpredictably upon being herded together to form a society, but 
individuals already in society. It seems to me that a more adequate and 
accurate psychological and sociological analysis of the bases of “objective” 
and will, in the near future, increase rather than diminish the importance 
individual pecularities; for determination of the relevant psychological 
characteristics of sub-groups of buyers, and of the relative statistical 
strengths of these sub-groups, is one method of investigating the essentially 
“modern” problem of the elasticities of aggregate schedules. 


The prospects for a “rational dynamics” seem to me brighter from the 
standpoint of traditional theory than from that of the new skepticism. The 
theory of general equilibrium can be formulated untainted by “hedonism” 
and unencumbered by speculations regarding the historical imminence of 
J. S. Mill’s stationary state. So formulated, it is not clear to me in what 
way it is impeached. The constant flux and disequilibrium of actual eco- 
nomic life is then intelligible as the constant effort on the part of the sys- 
tem to adapt itself to a constantly shifting goal. The explanation of the 
shifts in the goal itself—the succession of ideal equilibria—is strictly not 
the task of “economic dynamics,” but of evolutionary economics, which com- 
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prises a congeries of psychological, sociological, and other studies. “Eo. 
nomic dynamics” would take these changes as given, and in the light of 
their quantitative character, and of the quantitative character of the various 
resistances to adapation present in the system, would calculate the result. 
ant permutations through which the system must pass. We already possess, 
I think, the rudiments of a method for thus treating “rationally” the rela. 
tionships among trends. It is most apparent in monetary theory, but 


would seem capable of general application. Recent refinements in the quan. 
tity theory have treated additions to the circulating medium as a time-strean 
of definite magnitude; they have related this stream on the one hand to the 
income-velosity of money and so to the consequent expansion in the flow of 
consumer demand; and on the other hand, through the expansion of the 
working capital to finance which the new money is assumed to have been 
created, to the resultant increase in the flow of output of final goods. The 
progressive trend of the general price-level of final products bears at each 


successive point a “rational” relationship to both these trends. 
The practice of taking simple cases first and gradually increasing their 
complexity and “realism” is as essential to this type of dynamic theory a 


it was to static or long-run equilibrium theory; its necessity is inherent in the 
science. Moreover, I would particularly stress the fact that this type of 


dynamic analysis implies the truth of static and long-run equilibrium analy- 
sis, and complements it. Its systematic development would mean transi- 
tion from the piecemeal dynamics of the long and the short period to. 
comprehensive “rational” theory of moving general equilibrium and aberta- 
tions therefrom. And it is essentially suited to employment in conjunction 
with, and as a guide to, statistical collection and arrangement of data. 
The raising of the problem of control in systematic form means the re- 
introduction of nor nto economics. The laissez faire philosophy provided 
a ready-made set of economic norms. With its downfall, the task of con 
structing a scientific normative economics has become one of forbidding com- 


plexity. But it is ultimately inescapable. And such a science, while pg- 
marily technical, cannot be built without methodical reference to extra 
nomic principles. Meanwhile, however, effort in this direction is paralyset 


by a misconceived scientific “positivism,” and by the prevalence of a cor- 
fused philosophical subjectivism. 

Lewis L. Lorwin In listening to Professor Mills, I wondered why he did 
not refer to the school of economic thought which has emphasized the cor- 
cept of economic change more than any other. I have in mind the Marxian 
school of economi No matter what one thinks of the validity of some of 
its doctrines and premises, there is no question that its exponents thought in 
terms of processes which make and unmake economic systems and that some 
of their hypotheses lend themselves to statistical examination. 

The recent activities of the Marxian economists also throw some new light 
on the issues raised by Professor Knight; namely, as to what social control 
is for, who is to apply it. on and for whom. Professor Knight envisages only 


the old dilemma of individual freedom versus governmental control. Bu 
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the very references made here to events in Germany, Russia, England, and 
France indicate that in these countries much has been done in the way of 
experimentation with new agencies which carry us towards a clearer vision 
of the variety of the purposes and possibilities of economic guidance and 
which also show that social control must not be conceived as something stat- 
ic—given once and for all—but as an evolving complex of instrumentalities 
flexible in form and responsive to the needs of communities varying in the 
degree of their acceptance of collectivist principles and methods. 

Morvecar EzexieL.—It is not necessary to make a sharp distinction set- 
ting economic theory on one side and statistical analysis on the other, as 
distinct and unrelated points of view. Instead, economic theory may be 
used in the preliminary analysis of a problem to set up an hypothesis, and 
then be followed by statistical analysis to determine whether that hypothesis 
can be verified by the concrete data, or whether modifications must be made. 
The extent to which the prices of individual products actually follow the 
Marshallian theories depends upon the extent to which the products are 
marketed under conditions of competition approximating those assumed in 
those theories. The basic agricultural products come closer to being pro- 
duced and marketed under free competition than any other group of products; 
and our statistical studies have shown that in the main the price-making 
forces affecting those products work in accordance with the Marshallian 
hypotheses. The validity of these statistical studies is proved by their suc- 
cessful use to forecast future market developments. The Agricultural Out- 
look Reports, published annually since 1923 by the United States Department 
of Agriculture, have forecasted the general changes in prices of the major 
farm products one year to eighteen months ahead. Subsequent developments 
have agreed with these forecasts in between 80 and 90 per cent of the cases. 
Economic theory and statistical analysis can work hand in hand in the 
explanation and examination of reality, just as do deduction and induction 
in any scientific investigation. 


ECONOMIC FACTORS IN MEXICO 


By S. Davis 
Food Research Institute 


Mexico is a picturesque and fascinating country, of absorbing interest 
to students of archaeology, anthropology, history, sociology, politics, 
and economics. From an economic standpoint, however, Mexico is a poor 
and backward nation. This harsh fact obtrudes itself upon the foreign 
visitor, and is borne out by skilled observation and prolonged study. 
It is recognized by Mexicans themselves. It is not refuted by the record 
of vast outputs of precious and baser metals and in recent years 
of oil as well, or by emphasis on vast mineral resources yet untouched 
and even undiscovered. It is reflected in a variety of evidence, such as 
the low plane of living of the masses of the Mexican people, the limited 
productivity of their agriculture, the slight development of their manu- 
factures, and the limited extent of their internal and foreign commerce. 

For the purpose in hand it is unnecessary to press this point, or to 
sharpen the contrast between Mexico and the United States, Argentina, 
or Chile. Such contrasts, indeed, are frequently overdrawn; for there 
is a tendency to compare the best in the foreign country with the general 
run, or worse, in Mexico, or to consider that whatever is different in 


Mexico is inferior. ‘The economic status of Mexico must be recognized, 
but the trend is also important. The trend in recent years has been 
upward—a combination of recovery and forward movement after severe 


losses incurred during years of serious internal disorders. Mexico is 
definitely struggling forward, in a fashion of her own. The recovery and 
advance are manifest in many lines, some of which will be mentioned 
shortly. But the progress often appears discouragingly halting, and 


it is hampered in various ways. The handicaps are in part deep-root 


in part the aftermath of years of violence and disorder, in part incidental 
accompaniments of new policies somewhat crudely applied. 

I propose first to indicate, in necessarily hasty fashion, some of the 
principal factors that account for Mexico’s economic backwardness in 
the past and those that hinder her present progress, and then to mention 
some evidences of economic progress in the face of the retarding in- 
fluences. 

The Mexican people are predominantly Indian, descendants of multi- 
farious tribes speaking many languages; and much of their best blood 


was lost in internecine struggles and in conflicts with the invading Span- 
iards. Immigration has been relatively small—not overwhelming as in 
the United States and Argentina and much less important than in Chile. 
Many of the abler foreigners, of the business class especially, have re 
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ained foreigners even after long residence in the country. Of the four- 
cen or fifteen million population the whites, mainly of Spanish descent, 
robably number less than a million; and among the mestizos (mixed 
ndian and white), Indian blood greatly predominates, in the aggre- 
ate. To say this is not to assert or imply that the Mexican people are 
opelessly inferior. ‘There were elements of greatness in Indian civili- 
ations in Mexico before the Spanish Conquest. There are fine qualities 
f no mean promise in the Mexican people today—whites, Indians, and 
estizos. But there have been and remain inherent difficulties of great 
sagnitude in developing in—and not on top of—a people predominantly 
f Indian race a great national economy and a notably progressive so- 
iety. 

The social and political organization of Mexico, however, has not 
been such as to develop the potentialities of the people. From before 
the Spaniards came at least until recent years, Mexico has been auto- 
cratic rather than liberal, in government and economics. A ruling caste, 
roughly corresponding to the nobles and clergy before the French Revo- 
lution, dominated the mass of the people. Wealth and power rested with 
a small aristocracy of landlords (hacendadoes), the Catholic Church, 
resident foreigners and foreign business interests, and a few politicians 
and generals who were able to grasp a liberal share from time to time. 
The professional and business classes, and the class of skilled labor, were 
extremely small in numbers and in influence. Even at the highest stage of 
evelopment, educational facilities have been pitifully limited, and much 
of the actual education, whether for rich or poor, has been ill-adapted 
to the needs. Opportunities for discovery, emergence, development, and 
tilization of native talent were well-nigh negligible. These conditions 
ave reacted injuriously upon the dominant class as well as upon the na- 
ion at large. Whatever may be the inherent limitations of Mexico’s hu- 
an resources, it is beyond question that these basic resources have long 
emained comparatively undeveloped. Certainly the mainsprings of eco- 
omic progress—ambition, enterprise, thrift, etc.—have been conspicu- 
ously weak; and neither tradition nor policies, private or public, have 
been, until recently, such as to strengthen their tension. The conscious 
ffort to develop latent potentialities of Mexico’s own people is an out- 
standing element of promise in the new régime. 

Natural conditions, moreover, may constitute a subtle and permanent 
economic handicap of no insignificant proportions. It is at least doubt- 
ful whether Mexico’s combination of climate and elevation is conducive to 
ealth and sustained physical and intellectual vigor. But remediable 
deficiencies in diet, clothing, housing, sanitation, medical skill, and the 
ike, profoundly and adversely affect the health and vigor of the popu- 
lation. Such deficiencies can certainly be reduced, though the rate of 
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improvement depends in part on betterment in economic and financi 
conditions. 

In one basic element of economic prosperity—agricultural resourcy 
—NMexico is by no means rich. The area of first-class agricultural land 
all things considered, is comparatively small. Much of the country i 


desert; much more is arid. Over huge areas limitations of rainfall, oj """ 


irregularity of rainfall, and the absence or inaccessibility of usab,imm &"™*! 
streams, constitute severe handicaps upon agricultural development, L 
Broadly speaking, rainfall is abundant only in the less healthy tropical fi ™*" 
lowlands. Irrigation in a variety of forms has been resorted to forfmm °°" 
centuries, but the systems have suffered in periods of disorder, and ex. 
tensions have been restricted not only by political instability and by °°™ 
limitations of capital and engineering skill, but also by economic forcafam "4 
even more powerful than those which have brought to failure many irriga Mim °'Y® 
tion systems in the United States. Methods of cultivation, moreover, im ‘"? 
have not been such as to conserve the natural fertility of the soil. Never Mam !°"£ 
theless, Mexico’s agricultural potentiality is unquestionably far greater 
than the actuality, and inherent limitations need not prevent large in im PT 
creases in agricultural output if and as conditions favorable to effective jm '¢™ 
utilization can be fostered. —- 
Mexico’s richness in mineral resources needs no emphasis, but it is not und 
always correctly appraised in relation to her economic position. Much ate 
potential mineral wealth is unexplored or as yet undiscovered. Thm J"4 
known riches consist largely in deposits of ores yielding gold, silver, har 
copper, lead, and zinc, and of petroleum. Deposits of coal and iron, im °°" 
which historically have been far more important as a foundation for 
national industrial development, are of lesser importance. Moreover, the iim °" 
natural resources, whether of metal or oil, are capable of being worke fm '' 
to advantage, under modern conditions, only by large corporations for ™ 

which Mexicans have developed neither the capital, the enterprise, nor 
the skill to operate. Consequently, these resources have been exploited im ''° 
almost exclusively by foreign companies. This has contributed sub im ‘'° 
stantial sums to the Mexican Treasury and enlarged the field of ex fm /t 
ployment for Mexicans; it has had educative value as well; but for thay 
reasons indicated it has not contributed so much to the economic prog i '* 
ress of Mexico as a nation as an indigenous industry of the same propor fam 
tions would. The same has been true in certain other fields—Mexicos im ‘Y 
railways, her water-power, and, in some degree as well, her banking, 
manufacturing, merchandising, and large-scale agricultural activities. Ce 
It must be added that, partly for physiographic reasons, internal com Hy °" 
munication has been restricted. Interior waterways have never been im de 
portant. While roads and railroads can be constructed on the plateau Hy ‘? 
no 


at moderate cost, even there occasional torrential rains play havoc with 
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them; and the mountainous regions constitute barriers that can be over- 
come only at heavy cost for construction and maintenance. Mexico has 
never had an adequate road system, and her best roads deteriorated after 
the railways came. One must not, however, overemphasize the natural 
obstacles to the establishment and maintenance of good systems of com- 
munication. Unquestionably, the major obstacles have not been physio- 
graphic, but political, social, and economic. 

Lastly, one must recognize that security of life and property, the 
maintenance of order and justice, have not been such as to promote 
economic development in Mexico. The long régime of President Diaz 
is regarded in some quarters as the Golden Age of Mexico, because for 
some forty years, under his powerful and ruthless dictatorship, order 
and security were relatively assured. This view requires important res- 
ervations, for the notable growth of railways, mining, and trade was 
superimposed upon an unprogressive civilization. Viewing Mexico’s 
long history, one must admit that revolutions have been comparatively 
frequent, the threat of revolution or coup d’etat almost continually 
present, civil war no rarity; and that insecurity and disorder have 
tended to persist even under settled governments. Moreover, while no 
country can rightly boast of freedom from political corruption, it is 
undeniable that graft has traditionally been a widespread form of priv- 
ate gain in Mexico, in the army and in the legislative, executive, and 
judicial branches of government. Such conditions constitute a major 
handicap to the economic progress of any nation, and have contributed 
seriously to retard Mexico’s advance. 

Still other factors of similar purport could easily be pointed out, 
and one might elaborate the relationships among those already men- 
tioned. But it is unnecessary to dwell longer on this phase of the mat- 
ter. We must turn to other elements in the current situation. 

The outstanding fact of Mexico’s recent history is not the revolu- 
tions that have occurred, with varying degrees of success and destruc- 
tion, serious as the resulting setbacks have been; it is rather the revo- 
lution, which has been larger than any of its leaders and has already 
outlived several of them. Champions of this revolution are wont to 
paint it in rosiest colors, and to ignore its drab, crude, and cruel aspects. 
Critics of this revolution are prone to belittle its sincerity, assert its 
fundamental unsoundness, and condemn the acts that are done in its 
name. But there is no denying its present and potential importance. 
Certain fundamental changes in the aim and spirit of public policies 
are not merely avowed but are actually taking place. Successive presi- 
dents and governors have sought—under different conditions and with 
varying intelligence, sincerity, and effectiveness—to establish an eco- 
nomic and social system significantly different from that which Diaz so 
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effectually maintained. Under the revolutionary constitution of 1917 th 
laws are being rebuilt, new policies are being worked out and applied 
The present economic situation is not merely the outgrowth of the revo. 
lutions, civil war, and reconstruction that have marked the years sing 
1910. It is profoundly affected by this basic social revolution that j, 
still in progress. 

Sympathetically viewed, the revolution aims primarily at the eman¢- 
pation and upbuilding of the Mexican people. Its political slogans wer 
“effective suffrage, no reelection”—the first, at least, an ideal difficult 
of attainment. It implies much increased attention to education and 
public health, on which some progress is being made. It calls for re 
constitution of free villages with lands of their own; the break-up of 
huge estates; the development of a free farming class as contrasted with 
debt-ridden landless peons in economic bondage to feudal landlords; 
the protection of labor against abuses and exactions of various sorts, 
and unsatisfactory working conditions; the encouragement of labor or. 
ganization; restraints upon the power of the church; restriction of land 
ownership by foreigners, and requirement that Mexicans be assured 
opportunities to take higher positions in enterprises operated by for- 
elgners. 

These new policies have a major bearing upon economic development 
in Mexico. They entail a substantial amount of government “interfer- 
ence” with property rights and business interests; and their applica- 
tion, admittedly, has often been crude or ill-advised, and even ruthless 
at times. They have inevitably aroused bitter opposition from vested 
interests, domestic and foreign. Many are condemned as arbitrary and 
confiscatory, and as creating conditions under which economic progress 
is impossible. They have unquestionably limited the amount of foreign 
investment in Mexico, and to some extent restrained the operation of 
established agricultural and industrial undertakings. 

On the other hand, the same policies are defended as essential to in- 
sure that economic progress in Mexico shall be reflected primarily, not 
in huge monuments to foreign enterprise or to government extravagance, 
but in the social and economic advance of the Mexican people. The 
goal is not the speedy increase of national productivity to its maxi- 
mum; but rather a better distribution of wealth and opportunity, and 
measures of social regulation and reorganization with this object in 
view are accorded priority. Such a process constitutes a temporary 
handicap upon progress, and the handicap has been larger because of 
blunders in carrying it into effect. Nevertheless, the basic objective is 
worthy of profound respect. In several particulars the new policies strike 
at the roots of handicaps that have hampered Mexico’s economic develop- 
ment for centuries. It is not unreasonable to expect greater eco 
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nomic progress of the Mexican people to be eventually achieved by this 
road than by the one pursued under the former régime. 

In carrying out the new policies the government is handicapped, not 
merely by the persistence of underlying factors already mentioned, but 
by others of which only a few can be noted here. Leadership adequate 
for planning and executing measures required for a national recon- 
struction is not easy to find. It is a gigantic task to translate even the 
best ideals into appropriate laws, regulations, administration, and prac- 
tice. The problem of personnel is acute, and to develop the requisite per- 
sonnel takes time. In the second place, the government’s financial re- 
sources are limited. The Great War provided the Mexican Treasury 
with huge windfalls through increased demands for metals and oil, but 
these revenues were dissipated in domestic struggles. From the ex- 
ploitation of these resources large sums still pour into the Treasury, 
though the decline in revenues from oil production and export has been 
serious. But Mexico’s domestic capital resources are very limited, and 
the government’s ability to borrow at home has never been high. The 
national credit abroad was incredibly high in the last years of the Diaz 
régime, but it left the country saddled with a heavy indebtedness and the 
national credit now stands very low. Adjustment of external and in- 
ternal claims arising out of the revolutions is still in an early stage, and 
the new land policy in particular calls for huge sums by way of com- 
pensation for expropriation. Partial payments on the foreign debt 
were made, under different agreements, from 1922 to 1928, but full re- 
sumption of payments has proved impossible, and no settlement of the 
debt which might pave the way for new loans has yet been possible. 
In the last few years a bitter struggle between the government and the 
Catholic Church has been a seriously complicating factor, and only 
recently has a working agreement been arrived at. 


In spite of such handicaps, deep-rooted or temporary, Mexico is 
showing evidence of economic recovery and advance in various lines. 

Agricultural operations, though gravely hampered by destruction of 
estates during the revolution, by expropriations and fears of expropria- 
tion then and since, and by local disturbances in some areas, have re- 
vived in considerable degree. Comparable and reliable agricultural 
statistics are lacking, but recovery and advance are roughly reflected 
in trade statistics. In 1926 the balance of trade in livestock and 
slaughtered animals turned favorable, in response to gradual shrinkage 
of imports and expansion of exports since 1922. Mexico is still a 
heavy importer of foodstuffs of animal origin, including lard, eggs, 
and dairy products, in which she may in time become largely self-suffi- 
cient; but in certain of these items a downward trend is apparent. 
There has been an upward trend in exports of coffee, bananas, tomatoes, 
and other fresh vegetables. Production of sugar and rice again permits 
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net exports. Conditions vary in different regions and crops, but the 
agricultural output as a whole may be as large as before the revolution, 
and agricultural equipment as good as or better than in 1910. Huge 
problems of rural credit, agronomic research, and agricultural educa- 
tion are being attacked. 

The mining industries suffered greatly during the early years of the 
revolution, and outputs fell to an extremely low level in 1915. Under 
the stimulus of war demands the outputs increased greatly in the next 
few years, in spite of unsettled domestic conditions. The post-war busi- 
ness depression and one subsequent revolution caused serious setbacks. 
But the trend of output has been upward, except in gold production alone. 
Outputs of other metals—silver, copper, lead, and zinc—have risen 
well above pre-revolutionary maxima. In some areas disturbed condi- 
tions or labor troubles have been serious handicaps, but on the whole 
the mining and metallurgical industries are in fairly good condition. 

The petroleum industry boomed during the War, in spite of Mexico’s 
troubled conditions. The peak of output was reached in 1921, largely 
because of extraordinary flow in certain fields. Since then production 
. has declined, under the combined influence of depletion of the most 
prolific fields, low prices of oil in world markets, special competition 
from Venezuelan oil, and the disinclination of oil companies to proceed 
actively under constitutional, legal, and fiscal conditions which they 
regard as oppressive. Even so, oil production is far greater than before 
the War. 

Mexico’s railways were largely built during the Diaz régime, by for- 
eign companies with foreign capital. Late in that period the federal 
government acquired a controlling interest in the largest system, the 
National Railways of Mexico. The railways suffered heavily during 
the chaotic years, but the physical destruction has now largely been made 
good, and freight traffic has increased. Little new construction is in 
prospect, partly because of limitations of capital and credit, partly 
because the advent of the automobile makes road construction the more 
pressing need. The Southern Pacific of Mexico, however, has completed 
its line down the west coast and is linked with the National Railways 
to permit through traffic to Mexico City. The National Railways. 
hampered by conditions incident to publie control, are not on a sound 
financial basis, and the Southern Pacific has not yet developed sufficient 
remunerative traffic. But railway transport conditions are, in general, 
as good as or better than before the revolution. 

The Mexican government now has well in hand, under a National 
Highway Commission, a program for building a limited network of good 
automobile roads. The first stretches, to Pachuca and Puebla from 
Mexico City, were opened in September, 1926. The former is now one 
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link in a nearly completed highway from Laredo on the northwestern 
border to Acapulco on the southwest coast. Partly because of limi- 
tations of funds, the execution of the program is necessarily slow, but 
already there is some construction of connecting roads by state govern- 
ments; and the work should acquire momentum as it proceeds. 

This development, though still in an early stage, is of large economic 
importance, for several reasons. It tends to break down barriers to 
internal communication, and thus at once to facilitate domestic com- 
merce and the maintenance of order. It should make possible the ex- 
ploitation of mineral, forest, and agricultural resources hitherto un- 
developed. It will foster tourist traffic. Furthermore, it constitutes 
a great constructive enterprise in which Mexican leaders and engineers 
can play a leading part and in which they can justly take pride. While 
it calls for heavy outlays which the country is not in a position to 
finance by bond issues, it is a sound investment of public funds, which 
brings increased returns in taxation as well as in the national in- 
come. 

Another contribution to political stability and economic progress is 
being made by the improvement and extension of telephone communi- 
cation, chiefly through two well-established foreign companies, which 
are linking up the cities hitherto supplied only with local facilities. Long 
distance service with the United States, Canada, and Cuba was estab- 
lished two years ago. The training of Mexican personnel, both in 
construction and operation, is an important auxiliary benefit from this 
work, 

The development of electricity, for light and power, which was of 
slight importance before the revolution, is now proceeding steadily. 
The Mexican Railway has electrified a considerable portion of its line 
between Mexico City and Vera Cruz. Electricity is being liberally used 
for power in mining and manufacturing; it promotes the development 
of manufacturing plants of small or moderate size which appear better 
suited to native Mexican enterprise than large-scale plants. The im- 
provement in street lighting, as the experience of other nations has 
shown, is a constructive economic and social factor. Recently natural 
gas from Texas has been made available at Monterrey, the leading in- 
dustrial center of northern Mexico. 

Mexico’s currency and banking systems, which were practically de- 
stroyed in the period of civil war, have been re-established on a footing 
that, while by no means wholly secure and stable, no longer imposes seri- 
ous restraints upon business activity. But interest rates remain extremely 
high, important types of credit institutions are still in their infancy, 
and unfortunately the importance of public credit in the national re- 
covery is inadequately appreciated. 
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Finally, there is evidence not merely of recovery but of real advance 
in standards of living, low as the plane of living remains. Food sup- 
plies are less scanty and more diversified, though dietary habits as well 
as economic factors restrict the prevalence of proper rations. There 
have been increases in consumption of milk, fruits and vegetables, and 
sugar, and probably of meats and poultry as well. Consumption of beer, 
is apparently increasing, while consumption of other liquors appears to 
be declining. Shoes are increasingly common and clothing increasingly 
approaches adequacy in essentials. The use of soap is increasing. 
Slight progress has been made in housing, sanitation, and household 
facilities, but in some cities, at least, there is evidence of some improve- 
ment. Shorter working hours and increased mobility of the population 
yield direct and indirect benefits; and participation in sports is increas- 
ingly common. A middle class has emerged and is growing in size and 
strength. Educational efforts are beginning to show their fruits. 

Dangerous as it is to generalize about a country in which conditions 


vary so radically in different sections and groups, and about which 
opinions are so diverse, it seems fair to say that constructive forces in 
Mexico are in the ascendancy, and that progress rather than stagnation 
or retrogression is visible in her social economy. Retarding factors 
are numerous and powerful, but they are limiting rather than prevent- 


ing economic progress 
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It is possible that among the many transcendental changes in the 
wake of the World War, land reform may be deemed by future historians 
to occupy @ highly important place. Certainly the bases of far-reach- 
ing and apparently unusually enduring changes have, in the post-war 
decade just concluded, been wrought in the redistribution of land. It is 
purely a coincidence, of course, that agrarian reform has been under- 
taken on a vast scale in the two hemispheres at almost precisely the 
same time, within the very same ten-year period. More striking than 
this coincidence in time, is the curious parallelism in general purpose 
and approximate method sequent to great political overturns both on 
the continent of Europe and on the North American continent—in 
Mexico. 

The broader analogies are, that from origins wholly distinct, in dis- 
tant and entirely unrelated parts of the globe, we have witnessed simul- 
taneously as part of an attempt at liquidation of outworn political and 
economic systems, a transfer in land-holding from the few to the many, 
a change based potentially, if not actually, on force, essentially de- 
structive of existing property rights, and motivated by the desire of 
the rural masses. 

Thus we find in the chiefly agricultural, little industrialized, “back- 
ward” countries of Europe a consistent breaking up of the great es- 
tates, and the dividing up of the land into small parcels of land gauged 
in size approximately to the agricultural capacities of the individual 
husbandman. We find this process curiously enough both in states 
which have achieved no great political liberalization, and in those which 
have. It has taken place in both Balkan and Baltic states; in the 
Kingdoms of Rumania, Bulgaria, and Jugoslavia, in the Republics of 
Czechoslovakia, Lithuania, Latvia, and Esthonia. And while we do 
not purpose to discuss land reform in these countries, it is of interest 
that the same agrarian common denominator is found in all of them. 
Returning soldiers—former peasants—transformed by their years of 
suffering and sacrifice, restless and unruly, galvanized by invisible cur- 
rents of social theory, confronted their governments with the demand 
for a better place in the economic order. This meant simply a demand 
for an approximately full enjoyment of the fruits of their agricultural 
labor, and in resulting practice, ownership or complete usufruct of the 
soil. As the only alternative to open revolution, complete confiscation 
and loss of all they possessed, the previously ruling and landowning 
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classes yielded. Partition and redistribution of land was enacted into 
agrarian laws, and the great change by which millions of agricultural 
laborers became small independent farmers was begun and carried 
through. 

Revolution with this result has taken place in Mexico. Given the fact 
of the breaking down of latifundismo, the special characteristics of the 
Mexican process arise, far more largely than in their European analo- 
gies, from physiographic and ethnic factors. 

For if we move from analogy to contrast we find first in Mexico the 
extraordinary fact of an agrarian problem—that is, land shortage— 
in a country with fewer than eighteen inhabitants to the square mile 
Mexico’s fourteen million people are spread over a territory of ap 
proximately 765,000 square miles. Great is the contrast between the 
density of Mexico’s population and the European countries previously 
alluded to as affected by agrarian reform. In the European countries 
most affected, the density of population ranges from 60, 75, and 9 
per square mile respectively, in the three Baltic States taken from North 
to South, Esthonia, Latvia, and Lithuania, to square mile densities of 
125, 139, and 142, in the Balkan States of Jugoslavia, Bulgaria, and 
Rumania, respectively, to such great densities as 195 in Poland and 
248 in Czechoslovakia, the last being 14 times the density of Mexico's 
population. 

Yet despite the relatively small number of inhabitants in its vast 
expanse Mexico has had a land problem since the beginnings of history 
and before. 

The reason therefore lies in the relatively small amounts of arabk 
land, on account of the country’s general aridity. Broadly speaking, 
the cliché of Mexico, as made familiar to the American mind—an ex- 
panse of sandy desert with the bleached skull of a cow in the foreground, 
a low nopal cactus nearby, perhaps, and a solitary organ cactus in 
the middle distance—graphically epitomizes the agrarian problem of 
Mexico. 

Mexico, apart from the two peninsulas of Yucatdén, and Baja Cali- 
fornia, is a cornucopia-shaped plateau, which rises sharply from the 
narrow coastal plains. The plateau is broadest and lowest in the north 
and rises and narrows gradually as one moves southward till, in the 
Mesa Central, which is the physiographic as well as the demographic 
center of the land, it attains an altitude of between seven and eight 
thousand feet. Mexico City is situated at seventy-four hundred feet 
From the American border southward, the region is largely desert until 
one reaches the 23rd parallel of latitude. This predominantly desert re 
gion includes the greater parts of the States of Chihuahua, Coahuila, 
Durango, and Zacatecas, and is known as the Mesa del Norte. Belov 
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it, on the map, the Mesa Central, the region of maximum agriculture 
per square mile and of greatest population density, the granary of the 
nation, nevertheless, has vast arid and uncultivatable areas. Reliable 
statistics as to the proportion of arable land are not available. But 
it is only in the valleys between the high mountains, and in smaller pock- 
ets where water gathers that the, to the Mexican, priceless spoil— 
namely, land with water—exists. The extremely rugged, corrugated 
character of the central plateau, coupled with the lack of water, ac- 
tually transforms the land within a literal stone’s throw—a fertile 
pocket, an oasis in the valley bottom; two or three rods higher a sere 
and barren hillside. The origin of this setting takes us back geologic 
units of time, when some great uplift raised the entire level of this part 
of the continent several thousand feet. In the subsequent wons the few 
rivers there were cut their way down into the depths, largely useless as 
a source of water supply for the surface of the mesa. 

Coupled with the inherent aridity of the land is the scant precipi- 
tation on the plateau. In the Mesa Central, although the rainfall varies 
greatly from year to year, it may be said to be roughly about one-third 
of that in our Atlantic States. As one travels northward from the 
Mesa Central, even this scant amount steadily decreases. 

Thus in the regions of Mexico, made temperate and habitable be- 
cause of the altitude, which counterbalances the latitude—namely, in 
the so-called tierra fria—the nature of the soil and scant rainfall, great- 
ly limit the amount of arable land. 

Along the precipitate slopes of the plateau, the so-called tierra tem- 
plada or temperate zone, ranging from three to six thousand feet in 
altitude, some agriculture has taken place since the earliest days. But 
here the precipitate slopes cannot retain the torrents of water which 
burst from the rain-clouds blown in from the sea as these strike the 
cooler slopes. And in the tropics, along the coast, where rain is plenti- 
ful, the heat, bacteria, vermin, disease and the general inhabitability of 
the damp hot lands have checked primitive agriculture, which has been, 
with few exceptions, the only agriculture that Mexico has known. 

Thus Mexico presents the curious ironies of not being able to cor- 
relate latitude, altitude, soil, and precipitation in the proper combina- 
tion. 

If somewhat extended space has been given to this discussion of 
Mexico’s physiographic and hydrographic heritages it is because they 
form the scenic background indispensable to an understanding of the 
historic processes which have, with almost irresistible logic, culminated 
in the present agrarian revolution. 

Centuries before the Spanish Conquest, the agrarian problem existed. 
Waves of Amerindian nomads from the North, penetrating the parched 
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deserts of the Great Mesa, or filing along the noxious coast-lands, found 
their way onto the great upland, where the sun was always warm, but 
the air bracing and cool. But when they sought to settle, the later 
comers found the really choice fertile pockets, where the waters from 
the surrounding mountains gathered, already pre-empted. Hence the 
warfare between earlier and later arrivals. Hence the displacement of 
the presumably more effete, established culture, by the more warlike 
and hardier migrants. Hence the persistent intertribal warfare: the 
struggle between one Mexican village and its neighbor—always a strug- 
gle for the land with the water-supply, or often for the water-supply 
itself. Hence, in response to the increasing difficulty of making the 
stubborn soil and the unresponsive heavens productive, a ferocious and 
insatiable religion, which increasingly demanded sacrifice, first animal, 
then human, with the propitiatory aim of sustaining the population. 
And hence the tyranny of Tenochtitlan, the Aztec capital, which made 
of Mexico at the time the Spaniards landed, a nation divided, rent by 
civil war, a circumstance which greatly facilitated the Conquest. 

At the time of the Conquest, a fairly well organized system of land- 
tenure existed among the Aztecs. A caste system was doubtless in 
process of development, something that may be said to correspond 
roughly to the beginnings of feudalism in Europe. Land had been set 
apart for the King, the hierarchy, the nobles. Beneath these castes, how- 
ever, the more important was the village, with its site, the fundo legal and 
its nearby communal land, the ejido, to adopt the Spanish terminology 
which the Spaniards gave it from its analogies to certain forms of land 
tenure then existing in the Iberian peninsula. This land could not be 
sold or alienated but the usufruct was directly heritable. These com- 
munal lands sprang up of course directly around the settlement or vil- 
lage originally located in the choice and watered spots near the valley 
bottoms. This obvious location for the earliest settlers has become 
pertinent in contemporary agrarian reform. 

The conquistadores who had originally come in search of gold, and 
were doomed to early disappointment in this direction, soon found that 
the serfdom of the Indian masses, gave them a luxuriant existence well 
up to their expectations. The encomienda system previously tried out 
in the Antilles was applied on the continent. Under it the native popv- 
lation was distributed, was “given in trust” “to be made use of” on 
the farms and in the mines. For better handling the native cacique— 
the less rebellious type, who therefore survived—was usually retained 
as a kind of foreman. He was thus able to maintain his previous rela- 
tively superior position over his fellow-Indians, and mitigate somewhat 
the hardship of his own lot. In theory these encomiendas were supposed 
to last two generations. Actually they persisted as such for approxi- 
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mately two centuries, and even when the nomenclature changed, the sys- 
tem continued, smelling just as sweet by another name. Slavery was 
early forbidden in New Spain. But serfdom persisted not merely through 
the entire colonial period, but through nearly a century of independ- 
ence, until the present revolution. During the Diaz régime, the law 
was universally and quite frankly circumvented by debt peonage, the 
debts passing on from generation to generation and constituting an ir- 


the refragible bondage. 

rug- Under the somewhat benevolently intended legislation of the Spanish 
pply # Kings, the Indian communal lands, the ejidos, were to be respected by 
t the HP the land barons, and were to be exempted from the vast land grants 
}and MM which the crown had bestowed on the conquerors. Actually a steady 
imal, # process of encroachment took place, by which the great estate, the 


hacienda, steadily impinged on the village lands. Some of the ejidos 
in remote regions persisted even through four centuries. But by the 
beginning of the twentieth century, the greater part of the rural popu- 
lation were serfs, their name of peons literally describing their condi- 
tion of peonage. Exceptions there were, notably in the persistence of 
some forty thousand smaller units, or ranchos, conducted by small in- 
dependent cultivators, socially midway between the aristocrat hacen- 
dado, or land baron, and the hacienda peon, or serf. But broadly speak- 
ing, the hacienda, a feudal estate, was the dominating agricultural unit 
in Mexico. 

It should be emphasized that the process of concentration of land 
in fewer hands, and the hardening of the caste system, was a continuous 
process from the Spanish Conquest to the fall of Diaz—four centuries. 
The land problem has been an underlying factor in all the great 
disturbances throughout Mexican history. And it is a curious and 
perhaps extremely significant fact that its importance was not recog- 
nized by historians until very recently. One may search the standard 
histories of Mexico written in Spanish or in English vainly for even a 
reference to it. A two-volume work’ on the legislation concerning the 
so-called “idle lands,” the state lands, published in Mexico in 1895 con- 
tained some of the raw materials suggestive of the possible agrarian 
bases of Mexican history. In 1909 on the eve of the Revolution, an 
exceedingly important volume, Los Grandes Problemas Nacionales by 
Andrés Molina Enriquez, furnished the first intelligent discussion of 
the Mexican land problem, and of the need for agrarian reform. But 
essentially the agrarian reform was a proletarian movement, which pre- 
ceded the literature on the subject. The explanation of this lack of 
written discussion is in itself a reflection of the feudal nature of the 
Mexican land system and state. The system was as much taken for 


‘ Legislacién y Jurisprudencia Sobre Terrenos Baldios, Wistano Luis Orozco. 
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granted as was slavery in the South before the Civil War. And in 
pre-revolutionary Mexico one was as little likely to get discussion and 
implied criticism of the hacienda system and of the widespread peonage, 
as one might have expected from the slave-holding states in our own 
antebellum period. 

Naturally the evidences of the existence of the land-problem in the 
absolutist colonial period, the three centuries of vice-regal rule, from 
1520 to 1820, are not visible from a mere casual perusal of its history. 
Nevertheless they are plentifully to be found in the legal proceedings 
of the Juzgado General de Indios, a court in New Spain for dealing 
especially with problems relating to the Indians. A large part of the 
litigation dealt with village lands, in which the tendency of the crown’s 
officers was to contest with the great landholders in behalf of the In- 
dians for the latter’s communal lands, the monarchy’s interest being the 
retention of the Indians as its own vassals. Despite the supposed ab- 
solutism of the Spanish monarch, the hacendados, notwithstanding oc- 
casional set-backs, steadily gained headway. ‘Thus the extension of 
their vast estates and the transfer of the Indians into peonage con- 
tinued. 

An entirely different symptom of the land problem is found in the 
devastating famines which periodically swept New Spain, bringing not 
merely suffering but death to thousands of natives. These famines tes- 
tify both to the limited productiveness of the Mexican land (experience 
with famine is non-existent in our own history) and to the intensifica- 
tion of the grain shortage through land monopoly, and speculation in 
food staples by the landholders. A great number of the uprisings in 
colonial times—all of them bloodily repressed—may be traced directly 
to hunger and the loss of land. 

The Mexican War of Independence—so unlike ours, despite the super- 
ficial and false analogy of a political separation from the mother coun- 
try and the substitution of republican government for monarchy—had 
two entirely different aspects. The first phase, the uprising led in 
1810 by Father Miguel Hidalgo y Costilla, was a social revolution. 
Its rank and file were Indians thirsting for land. And both among the 
pronouncements and decrees of Hidalgo and his successor Morelos, is 
found provision for the restoration of the Indians’ land to them. Now 
this Revolution was bitterly opposed by all the land-owning classes in- 
cluding, and especially, the Church, which was the largest landholder 
of all. And this Revolution was bloodily suppressed and virtually ex- 
tinguished in five years, although a few guerilla bands continued to roam 
the sierras. 

The Revolution which actually brought about the political separa- 
tion of Spain from New Spain in a very few weeks in 1820 was of an 
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entirely different character. It was a reactionary movement which 
feared the application of a new liberal constitution in the mother coun- 
try to the colony. It was a movement engineered by the clergy and 
landholders to make certain of preserving the status quo. It no more 
affected the hacienda problem and offered no more relief to the peon 
than our War of Independence affected the plantation system in our 
South and offered relief to the slaves thereon. 

Through the century of Mexico’s independent national life, we find 
no change in the status of the rural proletariat except for the worse. 
And as in the first phase of Mexico’s War of Independence, we find at 
the bottom of every subsequent bloody conflict, whatever may have been 
the motives and declared purposes of the leaders, the rank and file fight- 
ing for a better economic status, which to them meant land. 

Thus the so-called guerra de castas (which means not war of the 
castes but war of the races) in the Yucatdén peninsula in the eighteen- 
forties was purely an agrarian uprising the real animus of which has 
been hidden by the fact that the rival forces were whites and Maya 
Indians. The significant feature is that the whites owned the land and 
the Indians were serfs thereon, and owned nothing. 

Similarly in the bloody three years’ War of the Reform, ostensibly 
and actually a religious war, with the State and Church as antagonists, 
the land hunger of the Indians who formed the rank and file of the 
Liberal forces was a more potent motivation than their religious fanati- 
cism, which would have taken them into the opposite camp. Indeed 
one of the reform measures of the Liberals, the famous Law of Disa- 
mortization, which aimed to break the economic strangle-hold of the 
Church, envisaged a concomitant land reform in behalf of the Indians. 
In this respect it failed completely. For the law which abolished mort- 
main, and provided that the tenant could purchase the Church land 
for a sum of which the annual rental had been 6 per cent, provided only 
for individual ownership for which the Indian was unprepared, his land- 
holding experience, atavistic and otherwise, having been with the com- 
munal possession or ejido. And while the land passed out of the hands 
of the Church, the land merely, as repeatedly before, passed to another 
set of latifundistas, a process which was further accentuated in the sub- 
sequent epoch of Porfirio Diaz, when through land speculation, and the 
entry of foreigners, the encroachments upon the Indian village lands 
were further speeded. That brings us down to the present Revolution. 
And the essential point to bear in mind is that the nation faced a many- 
centuries-old problem, with its roots back in the pre-Conquest habits 
of the Indians. Race habits! The ethnic factor was bound to be an 
ingredient of any possible solution of the great political and economic 
problem then confronting Mexico. 
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And here again in this Revolution we shall find as before that the 
masses did not fight for the purpose which their leaders visioned. The 
peons left the haciendas not to march under the banner of “Effectiy 
suffrage and no re-election” which Madero raised. Madero himself 
was a large landowner though one of unusual benevolence. He believed 
that Mexico’s troubles were political, that they derived from the abso. 
lutism of Diaz, and could be solved by Dfaz’s retiring and permitting 
free elections. In 1908 he issued his epoch-making book La Sucesién 
Presidencial en 1910, which bore a relation to the Mexican Revolution 
analogous to Thomas Paine’s Common Sense to our War of Indepen-. 
dence, only relatively far more important. It was the ideas embodied 
in that book which really overturned Diaz. And it was the purely 
political overturn, by loosening the intimate ties that bound the Mexi:- 
can political, social, and economic system together, which made pos. 
sible the subsequent social agrarian revolution. Yet in the 898 pages 
of Madero’s book, there is not a reference to the agrarian problem 
And this despite the fact that in the criticisms of the Diaz régime, a 
page is devoted to “agriculture.” But it deals chiefly with the fact 
that the Dfaz concessions had gone largely to Diaz’s favorites. No 
mention whatever is made of fundamentals. The fact is that Madero 
was not aware of and did not understand the agrarian problem. His 
actual declaration of Revolution, the so-called Plan de San Luis Potosi, 
issued two years later, in October, 1910, after it was plain that Diaz 
would not permit a free election and that revolution was the only means 
of securing rotation in office, did contain a brief clause promising the 
restoration of lands to such as had been deprived of them by the “Lar 
of Idle Lands” (this was a measure by which in return for surveying 
the so-called idle lands, the companies would get one-third of the land 
surveyed). ‘The abuses under this law marked the culmination of the 
progressive despoilment of the natives during four centuries. 

This slender plank, the conception of which, clearly, failed entirely 
to take into account the deep-seated nature of the agrarian problem 
was really a concession to the agrarian revolt already under way 
against Porfirio Diaz in the State of Morelos under the leadership of 
the Zapata brothers. Emiliano Zapata’s cry was Tierra y Libertad, 
a far more appealing slogan than Madero’s demand for the general 
suffrage. Indeed it went to the heart of the great Mexican problem. 
For by giving the people land it would give them freedom—at least the 
kind of freedom they desired. Zapata proclaimed his purpose and plat- 
form as the Plan de Ayala which provided for immediate expropriation 
of one-third of the land of the haciendas, and its division among the 
landless. And there was the real motive, goal, and essence of the Mexi- 
can Revolution begun in 1910, continuing to this day, and the first act 
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in the attempt to solve the nation’s oldest problem. And it may be 
added parenthetically that the Plan of Ayala which contained the so- 
cial plank in the Revolution, in contradistinction to the Plan of San 
Luis Potos{, which contained the political plank, has come to realization, 
while the latter has not as yet done so. 

It will be found that both the origin of agrarianism with the share- 
cropper Zapata, and its subsequent impetus until it became incorporated 
in the Revolutionary idealogy and practice, was from the landless rural 
proletarians. 

Madero, although sincerely accepting the principle of agrarian re- 
form after his accession to power, never grasped its urgency, and his 
failure to do so was a minor factor in his downfall. Victoriano Huerta, 
the leader of the counter-revolution which overthrew Madero, of course 
leaned in the opposite direction. And Venustiano Carranza, another 
large landholder who for sixteen years had been a complacent Porfirio 
Diaz Senator, rubberstamping with his votes the dictator’s every act, 
also had neither understanding of nor sympathy with land reform. He 
accepted it as a piece of political and military strategy in the height 
of Revolution largely to draw the swelling agrarian forces to his stand- 
ard, and while driven out of the capital by the combined forces of Villa 
and Zapata, issued from Vera Cruz the famous Law of January 6, 1915, 
the promulgation of which at that time presents a certain analogy to 
Lincoln’s Emancipation Proclamation in the midst of the Civil War. 

In both cases, the ideas embodied had not, at the outset of the strug- 
gle, been in the mind of the leader who proclaimed them; in both cases 
the proclamation had a distinctly military end in view. In both cases 
the proclamation struck a blow at the economic foundations of the 
enemy. Here the analogy ends. For Carranza, never really enthusi- 
astic about land reform, did little to further it once he achieved power. 
His failure to do so was a major contribution to the many dissatis- 
factions which caused him to be swept out of power. And not until the 
accession of Obregén in 1920 was land reform seriously undertaken. 

The decree or law of January 6, 1915, above referred to, provided 
that land should be restored to villages which could prove they had been 
deprived of them, and had also provided that land should be given to 
villages which needed it, which could not prove that their lands had 
been taken from them. In other words, for the first time, agrarian re- 
form as such, without reference to any particular despoilment or en- 
croachment, was launched. A distinction was made in the name of the 
process of land partitioning, depending upon the recency or prova- 
bility of the village’s despoilment of such lands. If proof of despoil- 
ment was forthcoming, the process was to be called restitucién; if 
there was no proof of despoilment, the process was to be called dota- 
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cién, meaning gift or endowment. Two years later, in February, 1917, 
this legislation was incorporated in Article 27 of the Constitution. 

While there have been various modifications in the legislation since 
that time, the essential purpose embodied in this early law has not been 
materially altered and its program has been carried forward on a large 
scale. 

Under it, heads of families, males of over eighteen, unmarried woni- 
en, or widows supporting a family, persons owning no real estate and 
virtually indigent, all to be truly rustics, are entitled to land to an ex- 
tent supposed roughly to correspond to the ability of the individual 
to cultivate it. The amount therefore varies from one to four hectares 
of the best land, land which is irrigated or permanently watered; about 
twice that amount from three to eight acres of good soil, wet only by 
rainfall; six to twelve hectares of still poorer land; from about eight to 
twenty hectares of grazing land, and even larger quantities of poorer 
land. 

The legal proce dure under which land is distributed is that a peti- 
tion is presented to the governor of the state by the villagers, listing 
those eligible to receive land. He refers the petition to the State Agrarian 
Commission, which studies the need of the village, the land to be taken, 
the haciendas to be affected, and through the governor, gives provisional 
possession. This “restitution” or “dotation” later goes up to the Na- 
tional Agrarian Commission, which is the consultative body in such mat- 
ters for the president of the republic. After considering the evidence pro 
and con, the pro usually being from the villagers and the con from 
the large landholders, this Commission renders its decision which is 
issued in the name of the nation’s chief executive. That is the entire 
proceeding as far as the allocation of land is concerned, unless there 
be an appeal to the Supreme Court which may grant an amparo, or 
injunction, temporarily if it finds cause, and may later make this in- 
junction permanent. The Supreme Court acts if in its judgment any 
of the various regulations hedging land dotacién have been violated. If 
the Supreme Court fails to grant an injunction, the land has perma- 
nently passed back into the possession of the villagers. 

Broadly speaking, both in fact and in theory, this process is a re- 
version. It is first a reversion of the land to the actual and spiritual 
descendents of its original, or perhaps better said, earlier owners, using 
the word “earlier” in its pre-Conquest sense. It is a curious fact, 
which presents the most complete contrast to ways of thinking in the 
United States, that the thought of contemporary Mexicans, particu- 
larly of Revolutionists, makes a relatively easy trajectory—or perhaps 
we might call it a short circuit—to the Mexico before the coming of 
Cortéz. The colonizing of the peons in certain parts of Mexico, has been 
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proposed by hacendados, but has never received serious consideration 
from the government. Nor would it be accepted by the campesinos. The 
psychology of the homesteader, of the covered-wagon pioneer, is wholly 
foreign to them and perhaps not unnaturally. It was their land, ethni- 
cally speaking. Their urge was not to move onward to conquer new 
fields, but to stay where they were and to recover possession of familiar 
and long-coveted lands. And far from being mere theory, their desire 
for their own, their familiar, their nearby village lands, is fundamental. 
Here lies the essential continuity of the problem—for centuries—not 
merely in general, but in a great number of specific cases. Here lies 
the basis for the landholder’s indignant protest that the agrarians want 
and have taken only the best part of the hacienda, the heart of it, the 
watered bottoms, leaving him with a vast shell of inferior, higher and 
dryer land. It is true they have. But the reasons are ethnic and rooted 
far back. ‘Twice the amount of better land elsewhere would not lure the 
Mexican Indian campesino from his tierra, the word which has a deeper 
significance than any other to him, meaning both “home” and “father- 
land” rolled into one. 

The reversion to old ways is further shown in the restoration not 
merely of the land itself, but in the restoration of a close analogy of the 
pre-Cortezian calpullalli or communal land system. It is quite true that 
under the present agrarian laws there is complete individual usufruct. 
But the land is inalienable. It cannot be mortgaged or sold by the 
cultivator. It must however be worked by him and may be taken away 
from him and given to another if he fails for a period of time, such 
as two years, without sufficient justification, such as illness, to work it. 

Protection to the large landholder is given to the following extent. 
An irreducible minimum of some hundred and fifty hectares of irri- 
gated land and some five times that amount of pasture land is his. 
Farm buildings are exempted. Fruit orchards, special crops, such as 
coffee and cocoa, and plantations whose unity would be destroyed by 
reckless expropriation, property near railroads, etc., are exempted un- 
der the laws. 

Where despoilment is clearly provable, that is, in cases of “restitu- 
tion,” there is no indemnification. The proportion of these restitutions 
is small. In all other cases, the landowners are to receive agrarian 
bonds. The amount is fixed by the land’s assessed value, plus 10 
per cent. The Mexican authorities, with a certain irony, legislated 
that the basis on which the land had been taxed previously, plus 10 
per cent, represented the last word in generous dealing with the landhold- 
ers. The owners’ reply was almost invariably that the land was 
worth very much more. It was a fact of course that under Diaz the 
great haciendas were highly favored with low taxation and were no- 
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toriously undervalued. These “bonds of the agrarian debt” are twenty- 
year 5 per cents to be issued upon application of the landowner. 

There has been great reluctance on the part of the landowners to 
accept these bonds in payment. They have argued that the Mexican 
law itself and international practice required payment in cash at the 
time of the taking of the land. It is wholly natural for the landown- 
ers to take that position, considering the chronic insolvency of the 
Mexican government throughout its history (with the exception of the 
later Diaz period) and especially in view of the cessation of payment on 
all varieties of Mexican government bonds since 1914 despite a valiant 
effort by Calles to resume payment under the Lamont-de la Huerta 
agreement. There can be no question that, given the difficult economic 
condition in which Mexico has found itself and its recurrent military 
revolts, there appears to be no certainty whatever that any given pay- 
ment of interest may not be the last payment. Bonds to the amount 
of some ten million pesos have been issued to date, and several interest 
payments have been made. Unquestionably, however, the continued tak- 
ing of land with no other indemnification but that of the agrarian bond 
is extremely detrimental to Mexico’s credit and to its financial rehabili- 
tation. 

On the other hand, an alternative is not easy to find. For there can 
be little question of the social value of the reform, and of its urgency 
and necessity. Some six or seven million hectares of land have passed 
into the hands of small landowners, individual cultivators, benefitting 
we may safely say at the present time, not less than two million heads 
of families and perhaps a total of five to six million of the rural popu- 
lation. Estimates vary from 50 per cent to 80 per cent in fixing the 
proportion of land already distributed, to what still remains to be 
distributed. One could cite endless evidence as to the general satis- 
faction felt by the greater part of the Mexican rural population at 
receiving land, whatever have been the delays, disappointment, and 
disillusion connected with the actual working out of the process to date. 
Whereas the peasantry formed the backbone of successful revolt in 
1911 against Diaz, in 1914 against Huerta, in 1920 against Carranza, 
three subsequent revolts with the corrupt military as the spear-head, 
have completely lacked the support of the Mexican campesino, and have, 
largely in consequence, failed. I refer to the revolt of de la Huerta 
in 1928, of Generals Gémez and Serrano in 1927, and the revolt of 
many generals and politicos in the spring of 1929. Other factors there 
were of course, in the defeat of these uprisings, such as the position of 
the United States, etc. Nevertheless, whereas throughout previous Mexi- 
can history the landless peasant had gravitated into action whenever 
there was any general uprising, whatever its nature, in these last three 
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revolts, he either remained in his field or took part against the uprising. 
Indeed, in all three of these revolts the administration depended in vari- 
ous sections of the country, especially where agrarian reform had been 
rather better than elsewhere, upon the armed agrarians to hold that 
territory safe for the government. 

It is of course futile to discuss what might have been. It is probable 
that the provision of the original legislation for indemnification was not 
derived from any deep-seated respect for property rights as such, for the 
Hispanic belief in the sacredness of private property rights is far less 
firmly grounded than the Anglo-Saxon. Indeed Hispanic colonial life 
rested on the assumption that land was the patrimony of the king, 
was granted as a boon to his vassals, and that the grant was revokable 
at his will and pleasure. The same attitude passed on to the state which 
succeeded the king as the supreme power. And examples of wholesale 
confiscation, from the taking over in 1767 by Charles III of the Jes- 
uits’ vast properties in all His Catholic Majesty’s domains, through 
the subsequent “nationalization” of Church properties and other con- 
fiscations by various Mexican administrations, indicate no inherent 
belief that owners of property taken for what is deemed a larger need 
must be compensated. No, this provision about payment originated 
partly because prominent among the constitutionalist leaders were a few, 
like Carranza, who were themselves great landowners. Less likely is it 
that fear of international complications over the properties of foreigners 
impelled this step, for the constitutionalists had been notorious in their 
flaunting of foreigners’ rights and in disregarding their protests. 

But it is possible that had no mention of indemnification been made 
in the Law of January 6, 1915, had the Mexican government instead 
fixed certain bases for expropriation without payment, had limited, 
let us say, the size of every rural property and declared the surplus 
subject to repartition, Mexico might have avoided some of its difficulties. 
On the other hand Mexico might have encountered far more trouble in 
the way of possible intervention and interference from the United States. 
| As it is, the promise to pay, the premise that payment is due and will 
be made when and if possible, if not very encouraging to those who ac- 
quired their properties in good faith by purchase, has enabled Mexico 
to carry on, and stave off a more active kind of interference than the 
country was subject to in the thirteen years preceding the arrival of 
Ambassador Dwight W. Morrow with the resulting modification of the 
official attitude of the United States. 

It is impossible for lack of time to discuss the various, and often very 
grave, abuses that have taken place incidental to agrarian reform. Time 
is lacking to discuss the various aspects of the program, the agrarian 
| credit banks, the agrarian co-operatives, the agricultural schools, the 
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relation of the reform to agricultural production, irrigation, the conflict 
of federal and state laws, and the international complications. Some of 
these questions are complex and cannot be adequately dealt with without 
a mass of qualifying detail. 

But to sum it up, it may be stated that the agrarian reform carried 
forward in Mexico in the decade just concluded is transcendental ip 
character, was absolutely essential, and, whatever the past errors com- 
mitted in its execution, or which may still be committed, the larger re 
sult is highly beneficial to that portion of Mexican society which con- 
stitutes the majority of the Mexican people, and that the reform yill 
ultimately be beneficial to the entire nation. It is unquestionably the 
most important aspect of the Revolution begun twenty years ago, still 
in process, a revolution which represents a prodigious effort to liquidate 
the accumulated political, social and economic evils of many centuries, 
and to bring to the Mexican people their concept of “life, liberty, and 
the pursuit of happiness.” 
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THE CHIEF ECONOMIC PROBLEMS OF MEXICO—DISCUSSION 


Max S. Handman.—I find myself in disagreement with the points of view 
presented more in the matter of emphasis than in content. While I would 
accept Mr. Gruening’s interpretation of the significance of agrarianism in 
Mexican revolutionary history, I would state the causal connection differ- 
ently: Agrarianism or the Mexican peasants’ land hunger was not respon- 
sible for the starting of the numerous revolutions of the nineteenth century, 
but this land hunger, once the revolution was started, was the chief fuel 
which fed it and which furnished the revolutionary leaders with the armies 
which they needed in order to carry out whatever purpose they may have had 
in starting the revolution. For that reason I find it difficult to think of the 
land problem in Mexico as its chief economic problem. I find it even more 
difficult to accept Mr. Davis’ rosy picture of the recent changes in Mexico’s 
economic condition, significant as these changes have been. These changes 
are but superficial ripples on the surface of a country whose chief economic 
problem is hunger. In spite of all the tales of opulence and the gran- 
diloquent praise of Mexico’s riches the large mass of the Mexican people 
continue to be underfed, and one must acquire considerable emotional callous- 
ness in order not to be distressed by the sight of the destitution which meets 
one even in the midst of the luxuries of the capital, not to mention the remoter 
country regions. 

Studies of budgets and standards of living in Mexico are not many, one 
high Mexican official remarking that it would be a waste of money to go into 
statistical elaborations of what is perfectly obvious. One such study,* 
however, on a very small scale, summarizes very pointedly the findings in 
Mexico City itself by stating that a day laborer employed by the city re- 
§ ceives barely enough pay to enable him to purchase food in quantities barely 
sufficient to replace the energies used up by a person in complete rest but 
» not enough to replace the energies used up in doing any manual labor. Some 
further evidence of the same sort is furnished by some unpublished studies* 
made by the Department of National Statistics in which it appears that 
in the states of Oaxaca, Aguascalientes, Chihuahua, and Mexico, skilled and 
unskilled laborers receive in the main enough pay to supply them with but 
from 35 to 95 per cent of the caloric energy needed. These statistical sam- 
ples are far from being unique, for as every observer of Mexican conditions 
knows, the inhabitants of the open country are even more exposed to this or- 
deal of semistarvation than those of the cities. 

Now it would seem that a country of 766,000 square miles with a popu- 
lation of barely fifteen millions and a country which for centuries has stirred 
the imagination of people as the treasure house of the world, should be able 
to keep its people from starvation if nothing more. What mystery lies be- 
hind this paradox of a people starving in the midst of plenty? 

Let us begin with the soil. The 766,000 square miles of Mexico are to 


‘ Alberto J. Pani, La Higiena en Mezico, pp. 48, 71. 
Information supplied through the kindness of Dr. Eyler N. Simpson. 
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an overwhelming extent non-productive and as far as available informatio, 
goes, they cannot be made productive under any circumstances. The acty 
and potential available arable land has been estimated to be from 6 to 95 
per cent of the total.* It is not known how much of it is available imme 
diately and how much only after special efforts have been made to terrag 
and irrigate it. Today much of Mexican agriculture is possible only afte 
the most strenuous and back-breaking human labor. A soil which can on) 
be made to produce after such arduous preparation will produce only in 
proportion to this preparation and the primitive agricultural methods used 
result in meager returns in the shape of consumable agricultural products, 
Hence we find that the average yield per acre of wheat is lower in Mexia 
than in any other wheat-producing country compared in the Year Boo 
of the United States Department of Agriculture of 1927; that the yield pe 
acre in corn is the lowest of any corn-producing country compared, lower 
even than that of the Union of South Africa; that the yield per acre in 
barley is lower by 50 per cent than the lowest given there; that the yield of 
rice is slightly higher than that of the Philippine Islands, the lowest ther 
presented; that in tobacco the Mexican yield per acre is lower than that of 
Cuba and Argentine and that, finally, in the case of livestock, where Mexico 
is supposed to be pre-eminent, she ranks considerably lower than Argentine, 
a country with a much smaller population, and very much lower than France 
and Canada, which are never thought to be cattle-raising countries. 

The consequence of this stepmotherly treatment by nature has been that 
as far back as there is any statistical evidence, there has been an almost 
uninterrupted importation into Mexico of Indian corn and wheat, the two 
essential staple foods. In the period 1921-25, the importation of Indian 
corn amounted to nearly 5 per cent of the total production, while that of 
wheat amounted to more than 10 per cent of the total production not ir 
cluding the importation of wheat flour. 

Now under certain circumstances such an importation of food would 
have no special significance. Great Britain, for example, is not suffering 
because it cannot feed its population with the agricultural products of its 
own soil. Under a system of international division of labor it purchases 
food with the products of its mechanical skill, of its shipping, and its mines. 
But in a country like Mexico, where the entire working community is er 
gaged almost exclusively in the producing of food and very little else, an 
insufficient production means actual starvation. Their labor cannot be er 
changed for other things because it produces very little with which to make 
the exchange. The food imported has to be paid out of capital, which is 
in the shape of diminishing natural resources. And this leads us at once to 
think of silver and henequen fibre and petroleum and tropical fruits. And 
the question arises: Why could not these products be used to supply Mexico 
with either the necessary means to keep its population decently fed, housed, 
and clothed or with the necessary purchasing power with which to buy the it 

* Miguel A. de Quevedo, La Riqueza Forestal in the Mexican Supplement to te 
Madrid El Sol, February, 1928. 

* Francesco Bulnes, El Verdadero Diaz y la Revolution, Mexico, 1920, p. 286. 


stru 

of 
hig 
will 
pre] 
do t 
A 

wit 
have 
com 

res 

the 
whi 
inte 

do 
idea 
upo 

rie 
to | 
pea 
larg 

of 
bea 

flo 
min 

Me 
it a 
| nig 
lice 
gen 
the 

It 
gib 
pla 

| wa 
| the 
Th 

as 
mit 
tio 

to 

or 
Tea 

by 
pe 
pr 


eld of 
there 
hat of 
Lexico 
>ntine, 


‘Trance 


n that 
almost 
two 
[Indian 
hat of 
10t in- 


would 
ffering 
of its 
chases 
mines. 
is en- 
Ise, an 
be ex 
make 
hich is 
me to 
Mexico 
1oused, 
the ir 


t to the 


Chief Economic Problems of Mexico—Discussion 65 


struments and training which will enable its population, through the use 
of machinery and modern science and technology, to obtain a sufficiently 
high return from the soil to feed and house and clothe them? If the soil 
will not produce enough directly, if it has to be irrigated and otherwise 
prepared, why not use the silver and the henequen and the petroleum to 
do this very thing? 

As a matter of fact, whatever Mexico has purchased, she has purchased 
with these natural resources, but the things purchased have not been—or 
have been very slightly—things in the nature of permanent capital or in- 
come-bearing or production-increasing goods. A large share of these natural 
resources has been and still is in the hands of foreigners who have paid for 
them and who in consequence feel free to do with them as they see fit. Those 
which are in the hands of Mexicans are chiefly in the hands of people not 
interested in using them to acquire instruments of production, but to acquire 
goods immediately consumable according to the standard of living which 
dominates them. That standard of living, a blend of Spanish aristocratic 
ideas and French bureaucratic conceptions, makes them look with contempt 
upon production, except agricultural production, and that only when car- 
ried on under conditions of feudal or semi-feudal relationships of hacendado 
to his villeins and peones. Hence Mexican polite society presents the ap- 
pearance of a cultured and refined aristocracy living in seclusion from the 
large masses upon whom they look with the contempt given to a lower order 
of beings. Marble palaces and magnificently appointed public buildings, 
beautiful churches and public squares, refined manners and refined tastes, 
flowers and colorful costumes, a pessimistically resigned literature in a 
minor key, brilliant intellects philosophizing in vacuo—all of these give 
Mexico superficially the appearance of a civilized community while under 
it all there is found the large mass of a half-starved population working a 
niggardly soil with primitive tools, afraid of God, hacendado, and the po- 
liceman. The root of the matter, then, has not been a lack of intelli- 
gence on the part of the Mexican nor a mystic something referred to under 
the heading of racial traits or mestizoism. The problem is simpler than that. 
It is the prevalence of a certain standard, certain attitudes definitely intelli- 
gible and definitely accountable, which made impossible at that time and 
place a utilization of the natural resources of the community in any other 
way. For these aristocratic-bureaucratic ideas have held sway in spite of the 
theoretically democratic organization of Mexico since the days of Juarez. 
The matter was further complicated by the fact that Mexico was considered 
as one of the great powers of the New World and she was therefore com- 
mitted to a system of bureaucratic housekeeping in accord with this concep- 
tion of her place in the sun. Hence natural resources which could have gone 
to bring water and roads and food to the hamlets have gone to build an elab- 
orate and showy urban civilization. This bureaucratic-urban civilization 
realized its own superficiality when in 1910 in making its bow to the world 
by celebrating its centenary, it felt it necessary rigidly to exclude the country 
people from the capital while the world was there to admire Mexico's 
progress, 
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In view of the prevalence of this fundamental aristocratic consumption at. 
titude, what Mexico has needed was not a political revolution nor an agraria 
revolution, but an Industrial Revolution which should accustom the dominan} 
class to turn its attention to and invest its funds in industrial enterprise 
and which would have the further advantage of giving an occupational out. 
let in the field of industry and commerce to the large mass of educated and 
semi-educated Mexicans forced now to seek bureaucratic employment, or, 
failing that, revolutionary activities. It was a novel and a wholesome er. 
ample to have a former president of the republic show sufficient courage to en- 
gage in the raising of tomatoes and garbanzos instead of race horses ani 
concessions. Whether this Industrial Revolution comes through the indi- 
vidual entrepreneur, as in the Anglo-Saxon world, or comes through dicts- 
torship and state socialism, as in Germany or Russia, it is not for us to say, 
Our preferences or prejudices in America may be for a controlled form of 
the individual entrepreneur. Mexico, on the other hand, may wish to do 
it in a different way, but unless it is done, the fundamental problem of 
production will remain unsolved and Mexico’s troubles with it. These troubles 
will be further accentuated by the presence on the outside of the legitimate 
and the illegitimate foreign prospector, investor, and exploiter who will 
create frictions and irritations of an international character. To one look- 
ing at the situation from the angle of an increased and fruitful economic ac- 
tivity for both Mexico and the United States, it seems plain enough that the 
intelligent thing to do is to encourage Mexico to keep her petroleum and her 
silver and her copper and use it as the elements with which to build an 
industrial civilization and raise the standard of living of her population 
rather than to create a few handfuls of millionaires in and out of Mexico 
and support an army of bureaucrats. An industrial Mexico with a high stand- 
ard of living means a community of consumers of American goods which is 
far more profitable to us than the returns on the investments of rapidly 
diminishing resources 

Joseru E. Sterrerr.—Others have dealt at this meeting with the prob 
lems which immediately confront Mexico and its people. There is littl 
that can be added to what already has been said on that subject, but it 
may not be inappropriate to look for a moment at the background out of which 
these present-day economic problems have emerged. This may serve to 
throw them into a clearer light and emphasize some of the difficulties under 
which the Mexican people labor, and I believe also that it may serve to in- 
dicate that there is more hope for a successful outcome than might appear to 
be warranted by a consideration of the immediate problems alone. 

Despite the seeming paradox, the chief economic problem of Mexico is not 
an economic problem at all, but a political one. It is the question of gov- 
ernmental stability. To understand the instability that has characterized 
the government of Mexico during most of its history, it is mecessary to 
understand something of the Mexican people. For four hundred years Mexia 
has been dominated by the white man. Americans do not always realise 
that Cortez and his Conquest date almost exactly one hundred years before 
Plymouth Rock. It is true that the white man has always been a small 
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minority in the population total of Mexico, but it has been the white man 
who has asserted and has exercised leadership during most of the time. It 
is fair, then, to inquire what has the white man done in Mexico, or perhaps 
to put the same question in the negative, what has he not done? 

At the time of the Conquest, Mexico had an Indian population which, un- 
like the Indians farther north, had attained a very considerable measure 
of civilization. The Mexican Indian was good material upon which the 
white man’s civilization could have worked successfully. But the white 
man’s leadership in Mexico has been notably selfish and shortsighted. This 
is true despite the fact that there have been numerous individual exceptions. 
Education has been withheld from the masses, as witness the statistics of 
illiteracy. Until the revolution the conditions of labor in Mexico had 
scarcely advanced beyond those of Europe in medieval times. Agriculture 
had been concentrated into large estates and agricultural methods and equip- 
ment were mostly primitive. Aside from the railroads, means of trans- 
portation were almost non-existent, and in general the natural resources of 
the country had been exploited in a selfish and unscientific manner. This 
is a fair picture of conditions in the country at 1910. There was a profound 
unrest among the people and a growing sense of injustice. 

Then came the revolution. It is not fair to regard this revolution as just 
one more revolt by self-seeking and military leaders. Naturally, 
this revolution was not free from such leadership, but it is also true that 
revolutions are seldom free from extreme influences. Granting all that, 
it still remains that the roots of the Mexican revolution went deep into the 
injustices of the past. In spite of its selfishness and in spite of much that 
was bigoted and foolish, the Mexican revolution has been a real revolution. 
This, as an accomplished fact, must be taken as a starting point for any un- 
derstanding of post-revolutionary Mexico. 

What were some of the aims of the revolution? First of all, at least in 
point of discussion, was the desire for greater political freedom. A discus- 
sion of this subject would be out of place here, but it must be mentioned in 
passing. 

The principal economic aims of the revolution can be grouped under about 
four heads: 

1. As affecting the masses, the most importance, no doubt, attached to the 
land. The Mexican Indian’s affection for the land upon which his fathers 
lived and labored is similar to that of the French peasant. He has a real 
longing to be a small farmer. Closely associated with the question of land 
is that of irrigation. Before the agriculture of Mexico can reach its full 
volume, means must be found of bringing water to large areas that are either 
arid or in which the natural water supply is deficient. 

2. Education. The degree of illiteracy that is found among the Mexi- 
can masses should not exist in any modern state. The Mexican Indian is 
more and more coming to realize that he and his children are held to a low 
standard of living largely because they do not have the educational oppor- 


tunities that are freely open to people of their own class in all progressive 
countries, 
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3. Means of transportation. Outside of the large towns and cities, mod. 
ern roads had never been built until since the revolution. The range of , 
man’s activity and the markets for his goods have been limited, because in 
the vast stretches of the country where railways have not penetrated, the 
only road is the trail and this, during the rainy season, is often impassable, 

4. The establishing of the rights of labor has been one of the major 
aims of the revolutions. It is too large a question to discuss here, but im- 
partial students are, I think, agreed that before the revolution, the Mexican 
laborer had acquired few of the rights which are freely accorded in this 
country and in most of the countries of Europe. 

It has been toward these goals that the Mexican people through their 
revolution have groped, however blindly. Their leaders have not always been 
blessed with clear vision, and when the vision has been there, passions and 
prejudices have oftentimes delayed or prevented accomplishment. Particu- 
larly, it would seem that in respect to the developments in the field of labor 
much has occurred the wisdom of which is at least doubtful. Mexico has 
some leaders of outstanding ability and honesty of purpose. Their number, 
however, is much too small. The Mexican people, like many of their out- 
side critics, are impatient for results, and they are inclined to attempt to 
accomplish in a year, or at most in a few years, what might reasonably he 
expected in ten years or in a generation. Worse still, measures have some- 
times been adopted which, however praiseworthy in their immediate purpose, 
have entailed the sacrifice of things of a less tangible nature but of a more 
far-reaching value. This has been notably true in the field of public credit. 

It may be asked, what part has the ordinary man outside of Mexico in 
the internal problems of that country? Can he do anything about these 
problems? Speaking as Americans, it will help Mexico tremendously if 
Americans generally can acquire in some measure a sympathetic under- 
standing of Mexico’s problems and her difficulties. Throughout the world 
fear, and particularly the fear of one people of another, has worked evil since 
the dawn of history. The fear of American military intervention has been a 
retarding factor in Mexico for a hundred years. Happily, within the past 
two or three years, this fear has been allayed. We should do our part to 
make sure that never again shall such a fear have any justification. 

Mexico is a country of interesting and, much of it, of marvelous scenery. 
Over most of the land there is found a climate that to the visitor is surpris- 
ingly delightful. The relics of past civilizations in Mexico are at last at- 
tracting the attention of the world. The opening of modern automobile 
roads, the long distance telephone, and the development of air travel are 
bringing Mexico to our doors. It is safe to predict that within a short 
time it will be visited by a large and increasing number of tourists and 
students. 

The Mexican people are endeavoring to free themselves from the entan- 
glements of their past and desire to build for the future. They are er 
titled to our sympathy, and our own self-interest calls upon us to under- 
stand the country and the aims of its people. 

Franx TaNNeNsAum.—As I was asked to discuss the labor problem 
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rather than say anything about the papers that have been read, I shall 
confine my remarks to a statement of what seem to be the larger essentials 
of the current Mexican labor movement. In spite of the fact that Mexico is 
essentially an agricultural country and that the mass of its people live in 
small rural communities on the average of less than three hundred, there 
has developed an unusually interesting and significant trade union move- 
ment. This movement is interesting and significant partly because of its 
origin, partly because of its objectives. One ought to add as a preliminary 
that what industry Mexico does have is largely extractive, mining and oil 
predominating, with public utilities and minor manufactures completing the 
industrial set up. 

Before the revolution—that is, before 1910—there was no Mexican trade 
union movement. Organization was forbidden in law, condemned in 
theory, and forcibly suppressed by the government. A few vague radical 
ideas originating with itinerant Spanish anarchists had filtered into some of 
the industrial groups in Mexico. But broadly speaking there was neither an 
industrial labor movement nor an industrial philosophy around which a la- 
bor movement could center. 

Between the years of 1910 and 1917 the Mexican revolution called into be- 
ing a few organized Mexican labor groups who, for military reasons, were 
courted by the Carranza movement and were given special privileges and 
prerogatives of agitation and organization behind the lines. As a matter 
of fact the Carranza government, before it established itself in power, en- 
tered into a formal treaty with the then existent Mexican trade union move- 
ment and its leaders, expressly giving them a privileged position behind the 
military lines. In return, the Mexican trade union leaders organized so-called 
“red” battalions which they placed at the disposal of the government. This 
simple fact of formal co-operation and recognition between the government 
and the trade union movement at a moment of crisis proved to be historically 
a very significant fact in the history of the Mexican labor movement. It gave 
the incipient Mexican labor organizations a hold upon the government of 
Mexico which proved invaluable in the development of trade unionism. 

By the time the Mexican Constitutional Convention met in Queretro in 
1917 a body of ideas had been gathered and formulated which found ex- 
pression in article 123 of the new constitution. This article in the constitu- 
tion may be described as an attempt to summarize the industrial labor legis- 
lation that had gradually been developed in western European countries dur- 
ing the previous one hundred years. It is clearly evidenced and acknowl- 
edged that the authors of this article searched the legislation of the different 
industrial countries for the best laws governing labor and reproduced them 
in the constitution of Mexico. That is, the Mexican trade union movement 
secured in law at one stroke what it had taken the labor movements of 
the industrial nations of Western Europe and America one hundred years 
to achieve. These constitutional provisions provide for such things as the 
eight hour day, limits on child labor, the right to organize, and the right to 
strike. Thus began a legal formulation of rights and prerogatives to which 
the Mexican workers might aspire in fact. 
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It has turned out in practice since 1917 that only where the Mexican trade 
union movement was sufficiently well enough organized to enforce the lay 
that the law was effective; that is, the Mexican legislation in these matters, 
in a measurable degree, set the goal for the Mexican trade union movement; 
a goal that was specific, tangible, already embodied in the law, and en. 
forcible if power enough could be gathered to make it effective. In this 
sense at least, the Mexican trade union movement became a creature of the 
Mexican government. The Mexican government was morally under obliga- 
tion to enforce its own laws if a demand for their enforcement was made by 
organized labor and the older personal connections that had been built up 
during the revolution between Mexican labor leaders and the government 
personnel gave such demands additional weight and effectiveness. The re- 
sult was that the Mexican trade union movement grew by leaps and bounds 
both in numbers and especially in influence. It became, at least during the 
Calles régime, perhaps the most powerful single influence in the shaping of 
policies of the government. Given the character of the Mexican political 
structure, both the effectiveness of labor organizations and enforcement of 
the labor laws differed sharply from state to state. In view of this fact 
the Mexican trade union movement, as far back as 1925, began to demand a 
national labor law. As the legislation stands at present the enforcement of 
the constitutional provisions governing labor legislation is left to the states 
and the Mexican trade union movement demanded a transfer of power from 
the states to the central government for the codification and enforcement of 
labor legislation. 


During the last year and one-half there has developed wide argument and 
public discussion about a new labor law sponsored first by Obregon and more 
recently by Portes Gil. Without going into a detailed discussion of the pro- 
posed law it is significant to note that the law and the discussion it has evoked 
takes for granted a type of trade unionism which is almost compulsory. And 
it is interesting to note that there is apparently no serious objection on the 
part of the Mexican employers against the general trend of this proposed la- 
bor legislation. The law tries to embody what has become a fact in many 
instances in more recent Mexican labor practices ; namely, the requiring of the 
employer to make a collective labor contract upon demand by twenty of his 
workers. It also makes a collective agreement take precedence over any 
individual agreement which the employer may have entered into with his 
workers. It requires the employer to recognize only one union in the shop 
or industry and that union must represent the majority of his workers. It not 
only recognizes the strike but denies the unorganized worker protection in 
times of a strike if he insists upon working, on the general grounds that 
the individual has no right to jeopardize the interests of the majority of 
his fellows. Among other things the law recognizes compulsory arbitration 
and makes elaborate provisions for the settlement of disputes both before and 
after a strike. And it is interesting to note that it was the employers who 
objected to compulsory arbitration rather than the workers. 


It is important to raise the question why a comparatively unindustrialized 


cou 
sho 
lab 
min 
is t 
Me 
is 
not 
as 
Pra 
ists 
aga 
Fo 
hap 
an 
at 
but 
que 
ari 
act 
of 
mal 
in 
ant 
( 
be 
uni 
cer 
oth 
ins 
anc 
bro 
ca 
ten 
tho 
to 
San 
ine 
ha 
pol 
eve 
cle 
por 
thi 


Chief Economic Problems of Mexico—Discussion 71 


country should elaborate such a complicated system of labor legislation and 
should look with favor upon the development of such complicated 
labor institutions. The answer clearly seems to be, at least in the 
minds of the labor leaders themselves, that what they are trying to do 
is to build an institutional system in Mexico which will serve to protect the 
Mexican workers from the evil consequence of too rapid industrialization. It 
is clear that they are not radicals in the older sense of the word; they are 
not trying to make a social revolution or to destroy capitalism. This is really 
a species of nationalism. Most of the industries are owned by foreigners. 
Practically all of the active capital is foreign and the Mexican trade union- 
ists are trying to build up a trade union movement to act as a bulwark 
against a too drastic and sudden exploitation of Mexico by foreign investors. 
For students interested in imperialism this presents an interesting and per- 
haps an original attack on the problems which arise from the impingement of 
an industrial upon a primitive agricultural community. It is, in one way 
at least, a nationalistic development in a country having natural resources 
but no capital, needing and wanting capital, but fearing its possible conse- 
quences. 

The outcome of this attempt will certainly bear watching. The question 
arises, can it succeed. In a measurable way it has succeeded already. The 
actual status of the Mexican laborer and his legal prerogatives, his position 
of power and enforcement within the Mexican community is such as to 
make a very sharp contrast indeed with the situation that prevailed in Mexico 
in 1910. What has happened already amounts in many ways to a social 
and political revolution. 


One may perhaps summarize briefly the outstanding problems that may 
be envisaged in view of the prospective development of Mexican labor 
unionism and labor legislation. If the law is passed and enforced it will 
certainly tend to retard the industrialization of Mexico. It will, on the 
other hand, tend to increase the safety of foreign investment by providing 
institutional channels for the alleviation and the adjustment of grievances 
and thus reduce the need for and liklihood of violent outbursts. It will tend, 
broadly speaking, to favor the large as against the small industries, be- 
cause the larger units will be able to bear the increased labor costs. It will 
tend towards a one-sided industrial development of Mexico calling into being 
those industries especially that have great natural advantages. It will tend 
to increase the use of labor saving machinery and it will also tend at the 
same time not only to maintain the present high tariffs, but perhaps to 
increase them so as to insure the local market for the few local industries 
having a high cost of production. 

In the long run it will tend to give the Mexican laborer a social and 
political status in his community which will set him off to better advantage 
even when compared with some very highly industrialized nations. It is 
clear, I think, that this development could not have taken place if the pre- 
ponderance of the invested capital had been native rather than foreign. In 
this attempt to protect themselves against foreign imperialism the Mexican 
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overnment and the Mexican trade unionists are projecting a series of soci 


institutions that ought to contribute much useful information on the posi. 
bilities of trade unionism under specified conditions and perhaps throw som 
new light on the problems of imperialism. 
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REPARATIONS AND THE FLOW OF CAPITAL 


By Joun H. WituiaMs 
Harvard University 


This Association held its first meeting on German reparations just 
ten years ago. At that time the theory of the subject did not seem 
particularly novel or difficult. The problem was seen as one of apply- 
ing accepted principles to the circumstances of a particular case. Classi- 
cal economics had supplied us with fairly definite conceptions about 
the nature of international payments and the way in which they are 
made. Indeed, in the whole range of classical economics, scarcely any- 
thing was less questioned than the theory of international trade. 

We had the fundamental principle, which had become a common- 
place, that international payments are made finally in goods. Begin- 
ning, characteristically, with an assumed state of equilibrium in which 
exports equaled imports, the analysis showed how a new item in the 
balance of payments, such as reparation remittances, would upset 
equilibrium and lead to the creation of a surplus of merchandise ex- 
ports. It was then comparatively easy to make allowance for the ac- 
tual state of the balance of payments, including invisible items, at the 
beginning of the operation. Even granting that (save by coincidence) 
the balance would not be such as to give an actual equation of exports 
and imports at the starting point, it required little argument to demon- 
strate that reparation payments of the magnitude contemplated would 
dominate the international balance and produce an export surplus. 

The analysis of trade adjustment was familiar to every reader of 
Mill. In simplest form—stripped of modern refinements—reparation 
payments would upset the equilibrium of the international balance and 
drive exchange to the gold export point, gold outflow would lower 
prices at home relative to foreign price levels, exports would thereby 
be encouraged relative to imports and an export surplus would emerge. 
And for the inconvertible paper case the necessary modifications had 
been made. Reparation remittances would cause the mark to depreciate 
in relation to foreign currencies; export and import prices, sensitive 
to exchange movements, would rise relative to domestic prices, whic 
are farther from the point of disturbance; exports would grow relative 
to imports; and again the export surplus would emerge. 

Until 1924 Germany was on a paper standard. Reparation pay- 
ments under the London settlement did indeed cause the mark to de- 
preciate, to a value finally of one billionth of a dollar; but exports did 
not exceed imports. Just the contrary ensued; as the mark depreciated, 
imports increased relative to exports. Never was theoretical expecta- 
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tion more completely and precisely confounded. Yet there was abu. 
dant evidence that the expected monetary and price changes did occu, 
and that exports did at times feel the stimulus, This was notably tre 
in 1919 when there was danger that factories would be stripped of 
machines to take advantage of unusual export profits. That the move 
ment did not continue was due partly to German restrictions on export, 


\ peculiarly inflexible character of German foreign trade, which required 
imports mainly of foods and raw materials in order to produce exports 
aainly of finished goods. But chiefly the result was due to foreign 
borrowing. It is a striking fact that even prior to 1924, despite chaotic 
conditions and the utter lack of rational bases for confidence in the 
immediate outlook, foreign capital was already being invested in Ger. 
many. It was by these investments, together with foreign speculative 
purchases of mark currency, that reparation payments of not incon- 
siderable amount, and also an excess of imports, were financed. It 
should not have been difficult to foresee what would occur in later years. 
In 1924 came the Dawes Plan. It adopted for the first time asa 
rule of procedure the principle of capacity to pay. It passed no judg. 
ment on capacity, and was less concerned with immediate than with 
ultimate capacity. It sought chiefly to establish the conditions which 
would develop and test capacity. This was indeed a great advance; 
it put the problem in a new and hopeful setting. But it was progress 
made by business men and statesmen rather than by the economic theo 
rist. The classical analysis had raised no questions about capacity to 
pay; in strict logic, it assumed entire freedom of international trade 
(German willingness to pay and Allied willingness to receive), and on 
these assumptions took capacity for granted. It is true that after five 
years economists were divided. There were still those who talked about 
the essential simplicity, the automatic character, of the transfer process. 
Others, notably Moulton and McGuire in 1928, and Keynes throughout 
the period, questioned German capacity to pay. Their method was 
to add up the German balance of payments in 1918, show what the war 
had taken away, and thus demonstrate incapacity to pay. But this was 
a demonstration of inability to pay here and now, or to pay without 
external aid, and was therefore by no means definitive. It is the great 
merit of the Dawes Plan that it refused to take this view. 

The Dawes Plan set up the necessary condition to test capacity to 
pay. The gold standard was restored, and protected by transfer clauses 
conditioning reparation payments upon its maintenance. The budget 
was to be balanced, and for the first time reparation payments wert 
budgeted. It was recognized that previously reparation payments had 
been financed more by paper money inflation than by taxation, and 
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that this in itself would depreciate the currency and lead finally to a 
breakdown of all economic processes. The plan sought to adjust the 
tax burden by gradual stages to German capacity, and it relied on a 
preliminary foreign loan to ease the transfer process. 

Under the Dawes Plan, discussion has turned largely on the meaning 
of capacity to pay and on the means of testing it. Is it primarily a 
budget problem or a transfer problem? The budgetary viewpoint has 
had such eminent defenders as R. G. Hawtrey and B. M. Anderson, 
and the transfer viewpoint, J. M. Keynes. According to the budgetary. 
view, let the German government collect reparations by taxation. By_ 
so doing it will deprive the German people of a portion of their con- 
sumer income. Prices in Germany will therefore fall. Diminished im- 
ports will be a direct result and increased exports an indirect result. 
For the fall of domestic prices will turn productive factors from home 
goods to export goods, whose prices will fall less than domestic prices 
since they are determined in world markets. Thus an export surplus 
will emerge. The fall of prices and the shifting of production will be 
facilitated by a rise of the discount rate and a consequent contraction 
of credit. Both Hawtrey and Anderson have insisted on the essential 
practicability and even simplicity of this program, assuming internal 
collection to be made. Anderson’s statement in 1924 was that under 
the budget system set up by the Dawes Plan transfer would be “auto- 
matic.” Hawtrey calls attention to the fact that potential international 
goods always exceed the actual. Such a change of prices would cause 
some German goods to be substituted for some imports and would 
cause some domestic goods to enter export markets. 

To this view Keynes’ reply seems very effective. To identify the 
budgetary and the transfer problems is to apply the “theory of liquids 
to what is, if not a solid, at least a sticky mass.” ‘The budgetary prob- \ 
lem depends on the wealth and prosperity of the German people; the 
Transfer Problem on the competitive position of her industries on the 
international markets.” Transfer, assuming collection to have occurred, 
is a question of the elasticity of demand for goods, of German demand 
for foreign goods, of world demand for German goods. Since Germany’s 
imports consist of food and raw materials necessary for the development 
of exports, reparation payments require mainly the expansion of exports 
rather than contraction of imports. But German exports are finished 
goods, produced for competitive world markets. To increase exports 
substantially, therefore, would require a drastic fall of prices, which 
to Keynes’ mind would mean chiefly a drastic fall in wages (both money 
and real wages); moreover, the resultant increase in quantity exports 
would represent a much less increase in value exports, by reason of the 
fall in export prices. It seems to me that Keynes is painting a very 
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somber picture of cutthroat world competition for markets with w 
being forced down to desperation levels in Germany and elsewhere. 

Despite their obvious differences, these views have much in common. 
Indeed they have much more in common than in opposition. Both con- 
sider only Germany’s ability to pay here and now, and both speak of 
actual payment in the future tense—whether payment will be made. To 
both it appears obvious that payments are not now being made in any 
significant sense. ‘Though the budgetary view sees a single difficulty, and 
the transfer view a double one, both seek an essentially similar solution, 
Payment must involve deflation, sacrifice, loss of real wages, tightening 
the belt. Both allude to foreign borrowings as a fortuitous interference, 
postponing a solution and rendering it more difficult. Both agree that 
borrowing must cease, and the belt-tightening process be set in motion. 
It is interesting and significant, I think, that both views appear to have 
a certain dateless quality. They are today about what they were five, 
or even ten, years ago. Keynes’ allusion to foreign borrowing, for ex- 
ample, is as follows: “So far from a start having been made in reducing 
wages, the breathing space allowed by foreign borrowing has weakened 
Germany’s competitive position by allowing wages to rise again from 
the very depressed position which they occupied in 1924 Mr. 
Parker Gilbert reckons that money wages in Germany have risen 40 per 
cent since 1924 and real wages 23 per cent, and real wages are now 
estimated at 8 per cent higher than before the war.” Obviously in this 
view foreign borrowings have wrought great damage, so far as regards 
ability to pay reparations. But one wonders about the results of the 
belt-tightening process had it begun to operate in 1924. 

In my view, the significant fact is that it did not. I cannot regard 
it as an accident that in the past five years Germany has undergone an 
economic recovery such as has rarely been witnessed in any country at 
any time; and that in this recovery foreign borrowing has played an 
important réle. Both the borrowings and the recovery seem to me an 
integral, organic part of the whole process of reparation payments. 
That this view has not been more generally held I think may be fairly 
attributed to the classical tradition. My principal criticism of Mr. 


Auld’s book is that he blamed the lack of recognition on the “new” eco-, 


nomics. The error goes deep into the roots of the classical theory of 
international trade, and is to be found in the original assumption that 
factors of production do not move between nations. This assumption 
has never really been dislodged. Classical analysis regards the trading 
countries as possessed of given quantums of productive power, which 
cannot be transferred from one to another: only their products can 
be transferred. It is, moreover, cross-section equilibrium analysis, and 
thus provides no logical basis for studying the relation of international 
economic contacts to the development of new resources and productive 
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forces. Even today, in most statements of the theory, capital move- 
ments are treated mainly in connection with the balancing of payments, 
being limited to their currency (“purchasing power” or “substitutes 
for gold flow”) functions in connection with the trade adjustment mecha- 
nism, and are not discussed as transfers of productive power. 

Thus, in relation to reparations, it is pointed out that capital borrow- 
ings provide bills of exchange wherewith to pay for imports and for 
reparations. But the process cannot go on indefinitely. Interest charges 
will become greater; eventually they, together with reparations, will 
exceed new borrowings. Then this makeshift device, this method of 
paying reparations at the world’s expense, must cease. Then Germany 
will have to pay on balance, exports must exceed imports. Then repara- 
tion payments will “really” have begun. In this view, which is surely 
very widely held, there is no intimation that these borrowings represent 
a transfer of productive power. It is as though a growing corporation 
were assumed to borrow capital merely for the purpose of paying off 
old debts, a mere temporizing process which in time proves most expen- 
sive, an increase of liabilities unaccompanied by a growth of assets. But 
this could hardly be the lender’s view of the case. 

Meantime, reparation payments are being duly made, and without 
as yet any serious indications of a breakdown. The Young Plan has 
reduced the yearly payments somewhat, established at last what the 
total is to be, and removed irksome restrictions on German freedom of 
action. It is interesting to compare the process of payment with that 
originally conceived. Theory called for a fall of prices and wages to 
stimulate exports and discourage imports, but the dominant fact since 
1924 has been the high rate of interest. This high interest rate has 
indicated a lack of fixed and working capital in Germany relative to 
the outside world. With the Dawes Plan to establish confidence, foreign 
investors have responded to the high rates, and instead of an outflow 
of exports there has been an inflow of capital. Industry has increased 
in effectiveness, real wages and other incomes have been increased. Com- 
modity prices have been on the whole remarkably stable. Capital in- 
flow has led to an inflow of goods to feed expanding industry. From 
time to time, the belt-tightening process has been attempted and has 
been initiated by a rise in the discount rate. But when the rate has 
been raised, foreign funds have flowed in, defeating the policy; and 
when at other times the rate has been lowered, foreign funds have tempor- 
arily tended to flow out, again defeating the central bank’s policy. 
Clearly, among all the elements involved in the international relations of 
Germany and the outside world, capital has been the most sensitive. 

_ Of late years, notably since the appearance of Mr. Auld’s book, the 
inflow of capital as a constructive force has received increasing atten- 
tion. In particular, the analogy with the historical experience of young 
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countries has been recognized, but the view persists that capital borroy. 
ings by Germany are fortuitous and unfortunate. Thus Professor Ser. 
ing insists on the falseness of the analogy. Germany is not a young 
country. Again, much foreign borrowing has not been for productir 
purposes; it should at least be confined to building up the export indus. 
tries. I am not concerned, primarily, with the detailed facts of the Ger. 
man case, and would indeed hesitate to say that capital movements are 
wholly beneficial, always directed to wise ends, and cannot proceed too 
far. The history of international borrowing offers much evidence to the 
contrary. My main concern is to establish a presumptive theoretical 
case which takes account of borrowings as a constructive part of the 
reparation payment process. As to their actual effects in Germany 
the best evidence is to be found in the industrial recovery that has oc- 
curred in the past five years. On this, Professor Angell’s recent book, 
The Recovery of Germany, seems to me conclusive. 

In my view, then, the reparations problem is dynamic, an unfolding 
process of development. Capital movements are an integral part of it, 
fundamentally underlying and conditioning it. The process, by its 
nature, should be gradual, not drastic or abrupt. The eventual emer- 
gence of an export surplus must depend on the state of the German 
capital market as compared with that outside. Meantime, reparations 
are being paid, the process involving two stages, that in which the world 
pays Germany on balance, and that in which, in consequence, Germany 
will pay the world on balance. 

From this point of view, much of the discussion about the budgetary 
versus the transfer problem misses fire, not because it is inaccurate in 
itself but because both viewpoints have too narrow a conception of the 
case. Germany can pay reparations not so much by deflation, forcing 
goods on world markets already adequately supplied, at great sacrifice 
of wages and standards of living, as by developing with the world’s 
assistance her productive power, an earned surplus, up to the point 
where overflow from Germany will occur. This view has I think the 
merit of being in accord with the historical experience of other nations 
in the development of their international trade, and with Germany’s ex- 
periences in the past five years. It involves no break with the past. 

The error of those who magnify the transfer difficulties lies in their 
insistence upon the drastic character of the change which would be re 
quired were Germany to make net payments of full amount here and 
now. They are not wrong but unreasonable; five years of experience 
has left them completely untouched. Let us grant that Germany car- 
not pay, here and now, in this sense; it is not thereby proved that she 
cannot pay, and pay on balance, in the course of time. The turning 
point will be indicated more by the course of interest rates than by 
the course of wages. It is characteristic of the classical tradition, 
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which has viewed international value theory in labor cost terms, that 
it should put special emphasis upon wages. Keynes particularly re- 
roaches the Dawes Plan for its failure to provide means for reducing 
wages. But there is little evidence to prove that payments on balance 
by one nation to another have involved reduction of wages. The de- 
velopment of our own export balance was not at the expense of wages. 
The flow of capital into industry, from both home and foreign sources, 
attracted by the comparative opportunities for its effective use here, 
resulted in a rise of wages, but a rise not inconsistent with reduced unit 
cost of production. These advantages were not lost, but, on the con- 
trary, found effective expression in the subsequent overturn of our trade 
balance. Again, the development of an export balance has not involved 
a fall of prices, relative to prices in other countries. Indeed, surveying 
the world broadly, we find that the countries which export on balance 
have high price levels, and countries which import on balance have low 
price levels; but this is not inconsistent with effective price competition 
in specific products in world markets. The great flow of capital into 
Germany in the last five years has not been accompanied by a great 
rise of prices in Germany or a great fall elsewhere. We have had, on 
the whole, remarkably stable prices both in Germany and elsewhere. 
The argument that German trade is inflexible loses much of its force 
when the problem of adjustment is viewed as one spreading over a long 
period of time, proceeding by gradual and scarcely perceptible steps, 
and involving the entire world; and when it is viewed, moreover, as tak- 
ing place in a growing world. All in all, the history of international 
trade displays great elasticity, which is scarcely surprising when one 
recalls how small a part of total trade is foreign. There is much force 
in Hawtrey’s contention that potential international goods are always 
much greater than actual, and that the difficulties of adjustment are 
exaggerated from failure to perceive this fact. England’s foreign trade 
in the past has not differed greatly from Germany’s at present, yet that 
fact has not prevented great changes in her import-export position dur- 
ing the past century; nor have these changes brought about great re- 
vulsions of wages and prices. Moreover, the net outflow of capital on 
balance from England in the first half of the nineteenth century did not 
represent deprivation of home production and consumption, but repre- 
sented the outflow of an earned surplus, whose export increased produc- 
tive power in England as well as in the countries which received it. The 
same can be said for the outflow of capital from the United States in 
recent years, which represents the current stage of the whole cycle of 
change which began long ago with capital inflow. Once we put aside 
static assumptions, there is nothing that is not understandable, and 
even commonplace, in this apparent paradox. I see no grounds for not 
adopting a similar approach to the reparation problem. 


THE REPARATIONS SETTLEMENT AND THE INTERNA. 
TIONAL FLOW OF CAPITAL 


By James W. ANGELL 
Columbia University 


The war and its aftermath have radically changed the character and 
distribution of the world’s international obligations, and with them the 
main channels of the international flow of capital. In 1914, the situa- 
tion could still be explained almost wholly in terms of the distribution 
of the surplus income of the economically older countries to the eco- 
nomically newer countries. Most of the pre-war foreign obligations 
arose out of private investment abroad, and were incurred largely to 
finance genuinely new economic expansion. The position today is quite 
different. In the first place, the war wiped out large portions of the 
world’s previously existing foreign investments. In the second place, 
the principal countries of the European continent, typically creditors in 
1914, are now all more or less heavily indebted to private investors 
abroad; and they are indebted chiefly for money used not to finance 
new expansion, but simply to repair the ravages of the war itself, or to 
bring their industries back to the pre-war levels of production capacity 
and relative technical efficiency. Finally, the war left, as one of its 
worst legacies, a huge and tangled mass of obligations between the vari- 
ous belligerent governments, under the head of Inter-Ally debts and 
reparations, obligations which originated in no corresponding expan- 
sion of the debtors’ physical assets or general productive power. In 
consequence of these various changes the United States, a net debtor be- 
fore the war, is now the largest creditor, while most of the countries 
of western Europe, previously the main source of foreign investment 
capital, are now debtors. 

In this network of European debtor countries the heart and center 
is of course Germany, which enjoys the dubious distinction of being 
the largest net debtor in the world. Since 1924 Germany has obtained 
over four billion dollars from foreign private investors and banks, to a 
large extent American; and in addition she is obligated to make repara- 
tion payments which, under the Young Plan schedules, have a present 
capital value over twice as large. But two-thirds of the Young Plan 
annuities will be used by the recipients to meet the Inter-Ally debt 
payments, the principal ultimate creditor being again the United States. 
Undoubtedly the most important single question of today, with respect 
to the world’s international obligations, is therefore the question of 
Germany’s capacity to pay. On this capacity depend reparations, the 
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Inter-Ally debt payments, and a considerable part of the world’s re- 
ceipt of commercial interest and dividends from abroad. Can Germany 
ay? 
, 3 might be expected, in view of the accumulation of five years of ex- 
perience under the Dawes Plan, that a fairly definite answer could now 
be given to that question. But such is not the case: the answer must 
still be largely a matter of individual judgment. Why this is so is 
shown by even the most summary review of Germany’s history since 
1924, after the inflation had at last been stopped. In these five years, 
Germany has accomplished what is perhaps the most remarkable eco- 
nomic recovery in the world’s annals. The physical volume of her pro- 
duction has been raised to double the low point of 1928; the physical 
volume of her foreign trade is nearly back to the pre-war level; the 
national income, after allowance for price changes, is some 12 per cent 
above the 1918 figure; and a thorough-going reconstruction and re- | 
organization of the major industries have made them the equals or \ 
even the superiors, from the technical point of view, of any in Europe. | 
At the same time Germany has continued to meet, without serious diffi- © 
culty, the steadily increasing reparation annuities stipulated under the 
Dawes Plan. But this recovery was far beyond Germany’s power to 
finance from her own resources alone, crippled as she had been by the 
war and the inflation, and she was compelled to resort to foreign bor- 
rowing. ‘Taking all classes of operations together, from 1924 to the 
end of 1928 she imported over four billions of foreign capital, as 
against not quite six billions secured from genuine domestic savings. 
These capital imports played a double réle. From the domestic point 
of view, they provided the essential first impetus which got the process 
of internal recovery started; and thereafter the steady inflow of foreign 
funds, which continued in large volume until the end of 1928, lent further 
support to the recovery, and carried it to levels which would otherwise 
have been beyond reach. From the international point of view, on the 
other hand, they gave Germany a continuous surplus of current credits 
in the international accounts. This surplus enabled her to transfer 
with comparative ease the scheduled reparation annuities and the serv- 
ice charges on the foreign borrowing itself, and also produced a heavy 
excess of commodity imports over exports. But the surplus of inter- 
national credits was obviously not an “earned” surplus. It did not 
arise out of any real excess of Germany’s production and sale of goods 
and services for export over her current consumption of foreign goods 
and services. It was simply borrowed, or obtained in other ways by the 
sale of securities and other titles. In other words, since 1924 Germany 
has not transferred to foreign countries one cent in cash from her own 
internal resources. It therefore follows that we do not yet know how 


NA- 
and 
the 
itua- 
tion 
eco- 
ions \ 
y to | 
Juite 
the 
lace, 
rs in 
stors 
ance | 
or to | 
city i 
f its 
vari- 
and : 
Dan- | 
In 
be- 
ries 
ent 
nter 
ined 
to a 
ara- 
sent 
Plan 
debt 
tes. 
pect 
of 
the 


82 American Economic Association 


much Germany can pay abroad, on reparation and other accounts, be 
cause we have no past experience to go by. 

But even if we must still wait on further developments before attempt. 
ing to formulate a definite answer, we can already see what the principal 
limiting factors are likely to be, and something of how they may ke 
expected to operate. At the outset, and despite the refusal of certajn 
authorities to admit a real distinction, I think it is imperative to dif- 
ferentiate between internal collection and foreign payment: that is, be- 
tween the raising within Germany of the sums due, in marks, and the 
transfer of these sums to the foreign creditors. Germany now has two 
main sets of cash payments to make currently to foreign countries, 
One is the service charges on the capital already imported from abroad, 
amounting to at least three hundred million dollars a year net, and prob- 
ably more. The other is the reparation annuities, which under the 
Young Plan schedules total over four hundred millions. Nearly half 
the annuities in the first years, however, are to take the form of de 
liveries in kind, so that only the remaining two hundred odd millions 
will have to be transferred in actual cash. This, plus the capital service 
charges, gives a total volume of cash payments well in excess of five 
hundred million dollars a year even from the start. 

I entertain no serious doubt of Germany’s ability to raise this money 
within her own borders. The fundamental structure of German in- 
dustry and commerce is now soundly built; and so far as concerns the 
capital service charges payable abroad, the prospects for any serious 
repudiation or insolvency are hence as negligibly small in Germany as 
they are in any country. So far as concerns the internal collection 
of the reparation annuities, I think a similar optimism is entirely justi- 
fied. Despite the present flare-up over the Federal budget, there are no 
difficulties here which are insuperable. The crisis, which has been brew- 
ing for some years, is not primarily attributable to the reparation bur- 
den. It is due partly to the badly designed financial relations between 
the Federal and the local governments, but chiefly to the heedless post- 
inflation increase in social expenditures. Recognition of its origin is 
rapidly becoming general, and a reasonable solution may confidently be 
expected before long. 

The critical problem, rather, is the problem of Germany’s ability to 
transfer the necessary payments, once the money has been accumulated 
within her own borders. What Germany has done to date, as we have 
just seen, has been to secure the requisite foreign funds by borrowing, 
or in other ways already indicated. But that solution is not and can- 
not be a permanent one. No country can go on borrowing larger and 
larger sums year after year without ending in bankruptcy; and neither 
Germany nor her creditors desire such an outcome. What will pre 
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sumably happen instead is of course the development of a process which 
sndeed has already begun to get under way. If everything goes well, 

erman commodity and service exports will increase steadily relative 
to imports, until an enduring export surplus is achieved; and this sur- 
plus will then grow until it is large enough to cover all the current 
international payments Germany is required to make, including some- 
thing for the amortization of the capital obligations themselves. In the 
interval Germany will have to continue borrowing, in order to make 
good her international deficits, but the borrowings themselves, by in- 
creasing Germany’s productive power, will stimulate her exports of 
goods and services. As these exports grow, the borrowings will diminish 
in size and will eventually cease. 


Some very serious practical difficulties may well arise, however, and 
especially in the early stages of the readjustment. The most conspicu- 
ous of these possible difficulties naturally center around the question 
of reparations. The conference held in Paris last spring was designed 
to take reparations definitely out of the field of international politics, 
and to settle the question once for all, but it cannot be regarded as 
having succeeded completely in either purpose. Indeed, the feeling 
is growing that the calling of the conference was premature and ill- 
advised, and that it left things rather worse off than they had been be- 
fore. It is true that the Young Plan, which was the fruit of its delibera- 
tions, has certain marked advantages over the antecedent Dawes Plan. 
To Germany it offers the cessation of virtually all foreign economic 
control, except that required under the provisions of the German Ex- | 
ternal Loan 1924; the setting of a definite size and term to the repara- \ 
tion obligation ; and in addition a considerable reduction in the scheduled y) 
annuities themselves. Under the Dawes Plan the annuities would now 
amount to six hundred million dollars. Under the Young Plan they 
are only four hundred millions in the opening years, and even on an 
average of the whole fifty-nine year period are only five hundred mil- | 
lions. To the creditor Powers the Young Plan offers, as an offset to 
this reduction, the advantage that nearly one hundred and sixty million 
dollars a year is now payable unconditionally, and can hence be utilized 
as the basis for the issue and sale of negotiable bonds—that is, can be 
“commercialized” —whereas under the Dawes Plan the entire annuity was 
postponable at need.* 


But this compromise arrangement, which still awaits final ratification, 
is not proving entirely satisfactory to either side. The creditor Powers 
would naturally have preferred to make the whole of the annuities non- 

‘The transfer protection proposed under the Young Plan is also much more re- 


stricted than that under the Dawes Plan, and is limited to a maximum two-year period 
in any one case, 
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postponable, and thus subject to commercialization; and indeed unti 
this is done no settlement of the reparation problem can be regarded 4; 
final. Many Germans, on the other hand, feel that it was a grave mis. 
take to remove transfer protection from any part of the annuities gt 
this time, before experience had sufficiently indicated what are the rea] 
limits of Germany’s capacity to make payments abroad; and they fear 
that a critical situation may easily develop. It must be admitted that 
this latter view has been greatly strengthened, at least for the moment, 
by the unfavorable course of recent developments. The flow of forei 
capital into Germany has been interrupted since the end of 1928, first 
by uncertainty over the outcome of the Paris conference, and later by 
the protracted pressure in the world money markets; and this cessation 
has inevitably led to a market recession of domestic business from the 
previous high point. The unfortunate and bitter wrangling at the 
Hague conference, and the stripping of the proposed Bank for Inter. 
national Settlements of its most promising features at Baden-Baden, 
have also had a depressing psychological influence. Finally, the recent 
collapse of the New York stock market has necessarily reacted adversely 
on German financial conditions, and the character of its possibly wider 
effects still remains to be seen. The combined effect of all this has been 
to create a considerable amount of perfectly honest pessimism, both 
within Germany and in other countries, as to Germany’s ability to carry 
even the reduced charges set in the Young Plan. 

But these unfavorable developments are of a relatively temporary 
nature, and do not materially alter the fundamentals of Germany’s prob- 
lem. This is the problem of developing an enduring surplus of com- 
modity and service exports, large enough to meet both the reparation 
payments and the foreign-capital service charges. Indeed, the problem 
can be narrowed down still farther, for the exportation of German serv- 
ices, although it may become of major importance in later years, does 
not promise to yield any very large surplus in the immediate future. 
The two main items here are shipping and the foreign tourist traffic in 
Germany. Both are expanding fairly rapidly, but their net contribu- 
tion is not yet great in proportion to the total international deficit. 
Germany’s main reliance, rather, must be on her commodity exports. 
Yet here too the immediate prospects are not overencouraging. Ger- 
many’s commodity exports have been growing steadily, but except in 
periods of internal business recession—of which the present months are 
an example—they have always been smaller than her imports. I doubt 
if an enduring export surplus can be achieved for some years to come; 
and still less one large enough to cover all the payments on reparation 
and private capital accounts. It is entirely possible that the latter 
surplus will take fifteen or twenty years to achieve. 
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The reasons for this restriction on Germany’s exporting capacity 
are only partly economic. To a considerable extent they are political 
as well; and many of the obstacles involved do not lie within Germany’s » 
power to overcome. Any rapid and more than temporary increase in| 
Germany’s exports could be achieved only by a radical reduction in her / 
prices and wages relative to world levels. But her unusually high de- 
pendence on imported raw materials and imported foodstuffs, of which 
the prices are set in the world markets, means that any such reduction 
would entail a serious decline in the general standard of living, itself 
none too high even now. I doubt if any political party in Germany 
would have the power, let alone the will, to enforce such a decline; the 
consequences would be fatal to the party itself, and might well lead to 
another revolution. Moreover, even if a substantial reduction in prices 
were effected, the problem would not be solved, for Germany cannot 
compel other nations to buy what she makes. She is surrounded by 
active and highly nationalistic competitor countries, many of them also 
her creditors on reparation account, which produce in the aggregate 
practically everything she does. While insisting on the payment of 
reparations, they therefore naturally view any marked expansion of 
German exports, either to themselves or even to neutral third coun- 
tries, as an invasion of their actual or potential markets. If Germany 
achieves a substantial price advantage in some line, either in conse- 
quence of technical improvements or at the expense of profits, they are 
quick to retaliate by cutting prices themselves, and when possible also 
increase or expand their own protective tariffs. | The situation is really 
not far from a deadlock. The deadlock can never be completely broken, 
whatever the sacrifices Germany may be willing to impose on herself, 
until the politicians, the treasury officials and the industrialists of the 
several creditor countries come to an agreement among themselves as to 
just what they want Germany to do: to increase her exports and pay, 
or to hold back on both exports and payments. It is an interesting 
irony, incidentally, that the United States, which is Germany’s principal 
ultimate creditor, also maintains one of the highest tariffs in the world. 

There are several directions in which an escape from this contra- 
diction of forces and motives might be sought. It has been suggested 
that Germany may eventually solve her problem by exploiting the huge 
potential market offered by Russia, and perhaps by some of the other 
undeveloped countries; or that she can take advantage of some of the 
proposed assistance schemes for establishing public works and other 
enterprises abroad. But the assistance schemes, whatever their inherent 
worth, have not yet offered practical prospects of great quantitative 
importance; and I am afraid that the day when Russia will become a 
major field for foreign exploitation is still some distance off. Nor does 
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the new Bank for International Settlements, in its present innocuoy; 
form, promise to make any very substantial contribution to the repara. 
tion payments. The most effective lines of future help may prove tp 
lie, rather, in two other directions. First, it may be hoped that with 
the passage of time a general relaxation of the world’s protective tariff; 
will take place. Germany is in a position to benefit as much as any nm. 
tion from such a reduction; and the resulting increase in her exports 
might itself solve the problem. Second, a later turn in the wheel of 
popular sentiment and practical politics in this country~may wel 
ameliorate, if it does not completely end, the present anomalous situ: 
tion with respect to the world’s intergovernmental obligations then- 
selves. The United States, which came into the war late and which lost 
less from it than any other major participant, will now be the recipient 
of roughly two-thirds of the payments under the intergovernmental ob- 
ligations left by that war. Should we later be moved to reduce our 
Inter-Ally debt claims still farther, the general European financial situ:- 
tion would be greatly eased; and since two-thirds of any reduction would 
be passed on to Germany, under the Young Plan provisions, the repars- 
tion problem itself might at last be brought within indisputably manage. 
able limits. 

But these last are of course prospects for the future, not for today 
or tomorrow. Since no immediate solution of the complex foreign trade 
problem is now in sight, it seems highly probable that the growth of 
Germany’s exports in the next few years will be rather slow, and that 
a considerable interval will elapse before an export surplus of the neces- 
sary size is achieved. During this interval, Germany will of neces- 
sity continue to import capital from abroad, in order to meet her cur- 
rent international deficits. Either of two main alternative developments 
may then take place. First, as already indicated, if everything goes 
well the net exportation of German goods and services will grow, the 
importation of further capital will diminish and finally cease, and Ger- 
many will then at last become independent of the foreign capital markets. 
Second, it may happen instead that for one reason or another the de 
sired increase in commodity and service exports cannot be secured; or 
that the internal economic life of the country cannot absorb additional 
foreign capital at the relatively high rates which will probably be 
charged; or even that the foreign capital markets themselves will be 
unable or unwilling to provide the continuous supplies of new funds 
needed. In any one of these latter contingencies some sort of breakdow 
is inevitable; and in all probability the whole reparation question would 
again be brought up for revision, with a view to lowering the reparation 
annuities still farther. Of the two main groups of alternatives, I think 
the second is unlikely to develop if events are allowed to take their natural 
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course. There is a small but powerful group in Germany, however, 
which seems to be working to precipitate a collapse of the whole repara- 
tion machinery by obstructing further importations of capital, and 
thus making cash transfers on reparation account difficult or even im- 
possible. Quite apart from the rights and wrongs of demanding con- 
tinued reparation payments from Germany—and it is worth remember- 
ing that most Germans regard the demand as ethically unjustified— 
this policy seems to me to be financially shortsighted, and in the long 
run probably unpatriotic. It is doubtful, in the first place, if such a 
policy can ever really achieve its purpose, so varied and hidden are the 
channels by which capital enters and leaves a country. But even if it 
succeeds here, its success could be accomplished only at the price of 
wrecking Germany’s credit standing before the rest of the world. At 
the present admittedly critical time, the one thing she cannot afford 
is to have brought against her a charge of bad faith, which would de- 
stroy the whole foundation of confidence on which foreign investment 
with her has rested in the past, and must rest in the future. Such a price 
would evidently far outweigh the gain from a forced reduction or sus- 
pension of the reparation transfers. Every friend of the new Germany 
must therefore hope that the obstructionist policy will soon be aban- 
doned. 

Finally, there is still another factor in the international capital situa- 
tion—the new reparation bonds contemplated in the Young Plan. These 
bonds may be issued and publicly sold against the non-postponable por- 
tion of the annuities, and would be a capitalization or commercialization 
of that portion. The Plan itself leaves the details of their amount and 
form for future determination, but the nominal principal sum would be 
about three billion dollars. In the absence as yet of a definite scheme 
for handling them, it is pointless to discuss the possibilities involved. 
It does net need demonstration, however, that no such sum as this could 
be absorbed quickly without severely straining the world markets, and 
thereby also interfering with the provision of other capital for Ger- 
many’s internal needs. If the issue is made at all, it will probably have 
to be effected in series spread over several years. 

In conclusion, it is thus clear that Germany, and the charges placed 
on Germany under the reparation settlement, will continue to play a 
controlling part in the world’s international capital situation for a num- 
ber of years to come. Foreign countries have invested very large amounts 
in Germany since 1924, and the process is'still far from ended. Indeed, 
even if they reinvest with her the interest and profits currently accru- 
ing, this will not be enough; she will need considerable additional amounts 
to cover the reparation charges. The financial and general economic 
welfare of Germany is therefore a matter of vital concern to nearly all 
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the leading countries; while on the other hand it is imperative to find 
some way of reconciling their interests as creditors of Germany with 
their interests as her industrial and commercial competitors. Here lig 
the real key to the whole future of the reparation problem, and of th 
international] capital situation in so far as it is oriented around repan. 
tions. Only when these problems are solved, and only when the inter. 
national flow of capital is in consequence once more dominated chiefy 
by the successive shifts in the size and direction of the world’s genuin 
new growth, can we at last begin to regard the economic consequences of 
the war and its aftermath as virtually a closed chapter. 
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GERMAN REPARATIONS AND THE INTERNATIONAL 
FLOW OF CAPITAL—DISCUSSION 


Witt1am Apams Brown, Jr.—The problem of reparation payments has, 
as Professor Williams has pointed out, tended to crystallize heretofore in a 
debate between those who hold that the problem is primarily a budgetary 
problem within Germany, and those who have felt that the problem of trans- 
fer is the major problem to be dealt with. One of these positions—per- 
haps the more orthodox of the two—that which emphasizes the transfer as- 
pect, has been ably presented, and in addition a new point of view has 
been presented which stresses the fact that it is important to regard imports 
of capital into Germany as transfers of “productive power” the dynamic 
effects of which upon the German economy rob the debate between the other 
two points of view of most of its significance. 

I should like to consider the relations between these three approaches to 
the general problem in order to inquire to what extent they are mutually 
exclusive and to what extent students of reparations may consistently draw 
© guidance from them all. 

The view that reparations is a budgetary problem and transfer is secondary, 
rests upon the assumption that the factors of production within Germany are, 
to a considerable degree, mobile. If the German government is able to take 
by taxation without any equivalent return a considerable part of the purchas- 
ing power of the German people, it will follow that the German people will 
have to restrict their purchases of imports and of domestic production in some 
proportion. There is reason to believe that the greater part of this reduction 
in purchasing power will be at the expense of domestic products. Some of the 
factors of production within Germany will then have to be transferred to the 
export industry to find employment. If the mobility of the factors of produc- 
tion within Germany is held to be small, this view leads to pessimistic conclu- 
sions, as in the case of Mr. Keynes; namely, a reduced standard of living 
and great unemployment within Germany ; but if it is considered to be great, 
then the adjustment does not involve these results. This latter view accords 
well with the classical theory of international trade which has been criti- 
cised by Professor Williams. 

The alternative view concentrates its attention upon the relations es- 
tablished between Germany and the outside world as the result of the effort 
of Germany to build up a large permanent export surplus in goods and serv- 
ices available for reparation payment. Professor Angell has dealt fully with 
the difficulties involved and has once again presented us with the spectacle 
of creditor nations demanding but at the same time refusing to receive 
reparation payments. He has been led to the conclusion that the situation 
is a deadlock, and that the deadlock will probably be broken by a future 
change in the terms of reparations and inter-allied debts and by a change 
of tariff policy by the creditor countries. Powerful forces, it seems to me, 
are at work in the United States to bring this about—in the case of the tariff 
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through the increasing importance of export industries anxious to reduce their 
costs of production, and in the case of inter-allied debts through the gradual 
removal of the chief political argument for their continued collection by the 
rapid reduction of the public debt—dependent not upon the appearance of 
surpluses, but upon the sinking fund and the Liberty Loan Acts. 

Professor Williams has now advanced the view that both of these ap. 
proaches really ‘miss fire’ because they do not sufficiently take into account 
the fact that the foreign capital which has been poured into Germany ty 
enable her to meet reparation charges has been a great deal more than “mer 
purchasing power, or a substitute for gold flows or a temporary means of 
adjusting the balance of payments.” It represents a real transfer of pro- 
ductive power which is resulting and will result in such a stimulus to the 
whole of German economy that it will provide a genuine surplus for the pay- 
ment of reparation without reduction of the German standard of living and 
without forcing German goods upon the world’s markets by ruthless re- 
duction of real costs of production in Germany. 

Now it does not appear to me that this robs the debate between the two 
other points of view of its significance. Professor Angell, though the main 
tenor of his paper has been to demonstrate the paramount importance of trans- 
fer considerations, has not at any point denied this. He has, in fact, found 
ample room in his argument for a development of the part played by the 
import of capital in building up again the marvelous productive machine of 
Germany, and he states definitely that “Germany has the productive equip- 
ment and the will to produce and export all the goods needed to meet all her 
current international obligations and more besides.” 

It has long been a familiar observation that foreign loans make possible 
the transfer to the borrowing country of certain of the factors of production 
which are mobile internationally—such as certain raw materials and capital 
goods—so that they can be combined with other factors of production which 
are relatively immobile internationally—such as labor and power—in a way 
which may greatly increase the productive power of the borrowing country. 
Germany is undoubtedly experiencing the dynamic effects of such a transfer 
of productive power on a large scale, but not, of course, on a scale propor- 
tionate to her total borrowings abroad. In the ordinary development of 
international trade such transfers of capital are net additions to the re- 
sources of the borrowing country. But in the case of Germany a substantial 
proportion of the total available supply of foreign exchange built up by 
loans and exports taken together is being purchased by the government to 
pay political debts abroad. Only to the extent that borrowings have exceeded 
reparation payments and interest charges have they added to Germany's 
power to purchase goods abroad. The effect of the actual payment of repars- 
tions out of a supply of foreign exchange swelled by borrowings appears to me 
to have been to change somewhat the character of German imports. Germaa 
borrowers abroad do use the proceeds of their loans in general to purchase 
capital goods, particularly since control is exercised within Germany to see 
to it that German borrowings abroad shall be such as will contribute most 
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directly to the building up of Germany’s productive power. This leaves a 
smaller proportion of the foreign exchange available, after the deduction 
of reparation payments, for the purchase of consumption goods. The pay- 
ment of reparations out of the proceeds of borrowings imposes a check upon 
the growth of imports relative to exports which, of course, differentiates the 
German case from that of other capital importing countries, and this check is 
ultimately enforced (1) by the familiar operation of the gold standard 
machinery if the gold standard is enforced; and (2) by the fall in German 
exchange if it is abandoned. But those who have emphasized the budgetary 
aspect of the reparation problem have shown that there already exists within 
Germany a strong economic pressure to check imports and increase exports 
which results from the process of the collection within Germany itself, and 
therefore an undue growth of imports which will put pressure upon the 
exchanges is inherently unlikely. Moreover (as Professor Williams has 
emphasized), the benefit accruing throughout the whole of the German 
economy by the transfer of capital to it will greatly increase Germany’s 
capacity to export—and already has done so. These two factors acting to- 
gether are solving the problem of reparation so far as it can be solved within 
Germany. 

But here, it seems to me, the argument returns again to the question of the 
outlet for these increased German exports. Professor Williams has emphasized 
the fact that the processes of developing a German export surplus and the 
absorption thereof by the outside world are in their very nature gradual. 
But do the reparation schedules now proposed in the Young Plan permit 
the gradual development of an export surplus adequate to meet them? The 
time element is here very important, for not only do the Young Plan pay- 
ments themselves increase during the next few years, but, of course, the 
current interest charge on German loans abroad will also increase at a rate 
which depends on a whole series of unknown factors. Its increase will de- 
pend on the amount of new loans Germany is obliged to contract abroad, 
which in turn will depend upon the speed with which the internal adjust- 
ments in Germany’s productive machine can be made, and upon the success 
with which Germany can sell her increased exportable surplus abroad in 
competition with other countries which are also not stationary in the develop- 
ment of their own productive powers. This in turn involves two unknown 
but important variables: (1) the relative increase in the exportable surplus 
of Germany and of other competing countries, and (2) the growth of total 
world trade to be shared between them. 

In formulating an opinion as to whether or not Germany can definitely 
pay the reparation burdens now laid upon her it is not enough to accept 
the argument with the budgetary view, that the mere process of the collection 
of reparations within Germany will place Germany under an economic com- 
pulsion to produce more for export; or to agree with Professor Williams that 
the transfer of “productive power” into Germany will, in time, abundantly 
enable the German economy to produce the required export surplus with- 
out forcing a reduced German standard of living or cutthroat German com- 
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petition abroad. We are attempting to fix the invisible items in the Germa, 
balance of payment and to force the visible items to conform to them. YW; 
must, therefore, try to reach conclusions as to whether the adjustments jp 
German trade can be made soon enough to meet the requirements of the 
Young Plan. I am inclined to agree with Dr. Angell that they cannot, 
but I feel that the answer to this question requires a good deal more statistical 
treatment than could be given to it here. 


T 
peal 
ing | 
F 
selvi 
and 
toc 
do r 
redi 


Kee} 


larg 
kee} 
lend 
The 
held 
ing 
reql 
mea 
fun 
und 
as | 
fun: 
cen! 
ven’ 
the 
exp 
ind} 
be 


I 
of 
wit] 
by: 
sen 
a ci 

1 
whi 


FEDERAL RESERVE POSITION AND POLICIES 


By A. C. Wuiraker 
Stanford University 


The Federal Reserve system has settled down upon, or at least ap- 
pears about to settle down upon, certain usages, conventions, and work- 
ing principles which may be outlined as follows: 

First. There is a general tendency for member banks to keep them- 
selves loaned up to the limits set by their lawful or deposited reserves 
and thus to throw upon the Reserve banks the main weight of the duty 
to care for emergencies. That is, in the general practice member banks 
do not designedly carry surplus deposited reserves, but rely upon their 
rediscount and borrowing privileges at the Federal banks. The latter 
keep themselves in a position to furnish the required accommodation (in 
large volume if necessary) because they as banking institutions do not 
keep themselves extended. Not being run for profit, they can hold their 
lending powers in store for special use in accordance with public need. 
The modern central bank is something unknown to the philosophy once 
held, that economic society can be completely served by all hands seek- 
ing profit under the stimulus of mere self-interest. 

Second. It is understood that the member bank shall discount and 
borrow at its Reserve bank only to meet seasonal and emergency reserve 
requirements. This, the convention against “continuous borrowing,” 
means simply that a member bank is not to employ Federal Reserve 
funds as a permanent capital in its business. Member banks, as we 
understand it, are inclined as a matter of private equity to regard this 
as the only fair practice among themselves in using the community 
funds which were set up by their own stock payments into the regional 
central banks. But the Federal Reserve authorities stand for this con- 
vention upon the true ground of public policy; namely, that it leaves 
the whole of their funds free not only to use for seasonal and emergency 
expansions but to use in the cases of more important crises. Upon 
individual banks that do not voluntarily adopt it, the convention must 
be imposed by negotiation and diplomacy. 

It is true, the convention against “continuous borrowing” was out 
of force in 1919 and 1920, unless indeed we might reconcile these years 
with the principle by construing them as years of a continuing emergency 
by reason of the fiscal needs of the Treasury. We do not wish to repre- 
sent this convention as fixed in the statute or as being settled upon with 
a complete finality. We do, however, assume it in this argument. 

Third. The rediscount rate charged member banks is not the factor 
which really puts limits upon the demand of these banks for accommo- 
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dation. The theoretical economist inclines to look upon a price x 
something which moves upward in time of scarcity with the economic 
consequence or function of checking demand. He is thus predisposed 
to think that reserve bank funds should be protected from excessive 
absorption, by keeping the price of their use—namely, the rediscount 
rate—at a high enough point. But in fact it does not work out that 
the rediscount rate is used in this way. It is the convention against 
continuous borrowing that interferes here. Along with it there must 


go also some convention as to what constitutes reasonable seasonal, or 


emergency borrowing by any individual member bank. <A discount rate 


which serves to restrict demand by the pure force of its height operat- 
ing upon the mere self-interest of the borrowing bank, has come in the 
parlance of the system to be known as a “penalty” rate. Under the 
assumption that one dollar of reserve maintained by the member bank 
by continuous borrowing, would in general enable it to keep outstanding 
interest-bearing loans variously estimated at from two to ten dollars 


there are those who argue that to operate as a true penalty rate (check- 
ing demand by pure costliness) a rediscount rate would have to be set 


at a point far above the rates found in Federal Reserve or other central 
bank practice. Whatever be a sound accountancy theory of this sub- 
ject, a Reserve bank does not regulate the demand for accommodation 
from its member banks as a group by a raising and a lowering of a 
general rediscount rate—though it undeniably has such a rate and raises 


and lowers it. Doubtless changes of rate affect the demand, but they 
do not govern it. And the Reserve bank does not regulate the separate 
demands of different individual member banks by the quotation to them 
of distinct and discriminatory rates. 


In the very competent account of this matter given by Burgess the 
effect of changes in the rate of rediscount is treated as chiefly “psycho- 
logical,” i.e., merely indicative to the financial community. It has be 
come the usual practice to place the rate between the market rate on 
commercial paper above, and market rate on bankers’ acceptances be 
neath. And such a choice is explained as producing a “fair price” for 
the accommodation in view of the security taken.’ 

Here is a rate picture—good say in New York some day or other 
last spring. 

Per Cent 
Call loans (N.Y. stk. mkt.) new ........-..eeeees . 14 
90 days time loans on stock collateral ............ 8 
Market rate, prime commercial paper .......... 6 
Ordinary bank’s rate on customers’ loans ......... . BA 
Market rate for bankers’ 90 days acceptance ...... 51% 


1 Burgess, The Reserve Banks and the Money Market, pp. 208 and 191. 
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Federal Reserve Bank’s buying rate for above...... 5% 
Federal Reserve Bank’s rediscount rate (shortly to 
be dics 5 
Yield on short-term U. S. certificate .............. 4%, 
Small loan rate (certain California bank) ....... 8 (unchanged in 
80 years) 


Fourth. Next are the open market operations. The Federal Reserve 
banks at first looked upon these operations as a source of earnings. 
But in 1923 the Board (with the emphatic approval of the Federal 
Advisory Council) passed a resolution determining that such opera- 
tions should be conducted with primary regard to their effect upon the/ 
credit conditions of the country, and that the work of the Open Market 
Committee should be under the general supervision of the Board and 
under such regulations as it should promulgate. Thus was established 
what, it seems just to say, is the greatest real instrument of credit 
policy possessed by the Reserve Board and the Reserve banks today. 
Open market operations fall into two main classes: those in bills and: 
those in government securities. In present practice, sales of bills to the 
Reserve banks are allowed to depend wholly upon the initiative of the \ 
market, i.e., the dealers; though the Reserve banks do name and change 
their discount rates or “buying rates” for these bills. But the Reserve 
banks take the initiative in buying and selling government securities, 
operating in such quantities and at such times as they think requisite. 
Since the rediscount and borrowing activities of member banks at the 
Reserve banks depend upon member-bank initiative, the one activity in 
which the Federal Reserve banks have the first move is the open market 


dealings in government securities. 


A distinction should be made between certain routine (though very 
valuable) uses of the open market powers and their employment as an 
instrumentality of long-term credit policy. The “routine” procedure is 
entered into to counterbalance the briefer tendencies of certain ever-re- 
curring disturbing factors, principally government fiscal operations, / 
gold exports and imports, and changes in seasonal demand for credit and 
currency. By making appropriate sales or purchases of securities the 
system can smooth out the effects of such disturbing influences with 
great success. The seasonal fluctuations of the more mobile money rates 
of this country have been reduced to perhaps one-sixth of what they 
were in earlier times. 

In using the open market powers, the ground plan of operation is, of 
course, to purchase securities in suitable volume to ease a stringency o 
to expand credit, and to sell them for the opposite purpose. ‘heal 


*At this moment out of its usual place. 
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Federal reserve funds are injected into the country by an open market 
operation, they may turn into member bank reserves in the final out. 
come and so work for a pyramided expansion of deposit credit. It js 
true open market ion is very commonly offset by induced operation; 
of the member banks at the Federal Reserve banks. A sale of securities 


Jinay be offset by an increase of borrowings by the member banks. Sini- 
larly, purchases of securities tend to induce a countervailing paying 
off by member banks of indebtedness at the Reserve banks. Sales of 
securities tend in the first instance to drain funds out of the market 
and to stiffen money rates. Then there follows the offsetting action 


sof member banks. ‘They will apply for increased accommodation at 


the Reserve banks, and, for argument’s sake, let us say that all of thes 
funds are put back into the market. This appears then to neutraliz 
the force of the first move. But under the rule or convention against 
continuous borrowing such can hardly be the enduring and final effect, 
for the member banks are now put under a certain degree of necessity 
to reduce this newly created indebtedness at the Reserve banks. If 
securities are sold in sufficient volume and allowed to remain out in the 
market, this pressure on the member banks to reduce indebtedness vil 
re-create, as it were, the tendency of credit to contract and money 
rates to harden. But this tendency may as well be operative from the 
beginning by reason of anticipation of the logical outcome. While this 
is going on, likely the discount rate is raised a notch.* Unless ou 


, interpretation is in error, this alteration of the discount rate is sympton- 
‘atic rather than causal. The conception that the elevation of the 
federal Reserve rediscount rate operates as an effective cost factor to 
regulate bank credit is a mistake, as is the conception that the open 
‘market operations are merely incidental to discount rate changes and 


luseful merely to make these “effective.” 


If the Federal Reserve banks and the Reserve Board had no real 
economic power over credit, their manipulations of their rediscount rates 


would probably have no “psychological” effect. But they have a real 
power over the country’s credit, and there is good reason to respect any 
/shift of the hand on the indicator they have set up in the public place. 
The late Governor Strong spoke of the possibility of a change in 4 
rediscount rate having a too drastic effect which would require a certain 


amount of open market operation of an opposed intention for the tempo 
rary softening of the first effect.‘ 
Open market activity is then of fundamental importance to Federal 


* Contrariwise, when the Federal Reserve puts funds into the market by purchasing 
securities, member bank debt at the Reserve banks tends to fall and finally their re 
serves to increase. Under the custom of using these reserves to the full, credit tents 
to expand and money rates to soften. 

* Stabilization Hearings, p. 334. 
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Reserve credit policy. It requires (a) the existence in the country 
of an adequate supply of securities suitable for sale and purchase by 
the Reserve banks, and (b) the accumulation and carrying by these 
hanks of adequate stocks on hand, so as to be virtually always in a 
position to move either way, towards tightening credit as well as to- 
wards easing it. Mr. Miller has spoken of the choice of the proper 
buying times in the service of this necessary accumulation as a prob- 
lem of no small difficulty in practical administration.’ Any proposal 
to limit or damage the open market powers of the Board and banks is 
especially ill advised. 

Despite the two great price booms and collapses we have experienced 
since its foundation, one in commodities and one in stocks, the Federal 
Reserve system is one of the most brilliant successes among our political 
and economic institutions. But we cannot dwell here upon its accom- 
plishments. One of its chief difficulties is lack of control of what haq 
been called the composition of the credit it extends. The Reserve banks 
may make their advances in strict accordance with law upon eligible 
commercial and government paper only, and yet the funds created may 
of course seep into the stock market. The complete legitimacy of the 
stock market and of its claims to credit accommodation is not chal- 
lenged in this paper in the slightest degree. The point is that many 
think that Federal Reserve bank credit, in the legal intention, is never 
to reach the stock market even indirectly or circuitously. 

Another type of difficulty is conflict in the conditions to which the} 
credit policy is to be adapted. Often one element in the state of affairs 
suggests strongly the policy of tightening money while another con- 
temporancously suggests the opposite. And again any action taken is 
practically certain to be displeasing to some interests even if helpful 
to others, and even if well-advised for the country as a whole. If many 
factors have to be considered in making up credit policy, differences of 
opinion among the men responsible are likely to be much more numerous 
and serious than the outside public will naturally suppose. 

But there are those who intervene here to say, if the Reserve authori 
ties would only adopt as the system’s one great objective the tabling 
tion of the price level of commodities, there would no longer be the neces 
sity for these conflicting judgments about a variety of indicators and 
factors. This brings us to the question of projects and proposals. 

Projects and Proposals. As Burgess has said,’ all that is asked of 
the Federal Reserve system is that it should suppress speculation, elimi- 
nate the fluctuations of the business cycle, prevent bank failures, and 
completely stabilize prices! Among the many projects and proposals 


* Stabilization Hearings, p. 684. 
*The Reserve Banks and the Money Market, p. 5. 


98 American Economic Association 


made in different quarters, at one or another time, to change the posi- 
tion or practices of the system as it now operates, are the following: 


Statutory 


1. That the so-called “war powers” be curtailed or repealed. 

2. That there be a statutory prohibition upon stock market loans 
by member banks. 

3. That stock market paper be made eligible for rediscount. 

4. That the statute fix the rediscount rate immovably at 8 per cent. 

5. That the statute dictate payment of interest by the Federal Re 
serve banks upon member bank balances. 

6. That the Board be given the power t6 alter the legal minimum 
percentage reserve requirements of the member banks. 

7. That the Board be given the power to require member banks mak- 
ing stock market loans to carry larger reserves than would otherwise be 
required. 

8. That the statute give the Federal Reserve Board and banks 
power over the composition of credit. 

9. That the statute be amended to make indisputable the plenary 
power of the Board over open-market operations. 

10. That the statute be made to declare the stabilization of com- 
modity prices to be a leading or perhaps the chief objective of Federal 
Reserve policy. 


Pertaining to Practice Only 


1. That the rediscount rates always be kept above some money rate 
or rates named. 

2. That the system found its credit policy primarily upon inven- 
tory accumulations, or again upon the rate of growth of the volume of 
business. 

3. That commodity price changes be taken as the system’s earliest 
and safest guide. 

4. That the rate of growth of bank credit in the country be taken 
as guide, an excess over the average rate of growth to be the signal for 
tightening up money and reversely. 

The Mandate for the Stabilization of Prices. We may conclude with 
something on the proposed mandate to stabilize prices, though this sub- 
ject has a greater interest in academic than in practical circles. So 
far as their opinions are publicly known, officials of the Federal Reserve 
system are quite opposed to having this mandate thrust upon them. 
They believe that numerous factors, of continually shifting relative 
importance, will always have to be considered in deciding whether to 
Vwork toward cheaper or dearer credit, and that mere human judgment 
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vill always be the principal guide to a decision. ! They desire no one 
statistical indicator to be set up. They would avoid the price-stabiliza- 
tion mandate because they doubt the economic power of the system to 
carry it out, and more particularly because it would tend to make the 
system responsible before the general public for what the price level 
actually happens to do, and further by a misinterpretation make the 


si- 


8“ stem seem to be responsible for the prices of particular groups of 
commodities—say agricultural commodities. Governor Strong, while 
opposing the stabilization mandate in his testimony before the House 

"9 committee, stated that since 1921 the Federal Reserve system had done 

ad all that was humanly possible in point of fact to keep the general level 
of prices steady.” 

_ Without dealing with the question of their practicability, we may 
distinguish some five types of economic stabilization: (1) The stabiliza- 

< tion of the volume of business or trade, by resisting expansion when 

" the actual rate of growth is running in excess of the average rate of 
growth, and vice versa. (2) Stabilization of rates of interest and of 

- discount from month to month and year to year. (8) Stabilization of 
some existing national paper currency with reference to gold (as in 

ny France or Italy). (4) Short-run stabilizing of the purchasing power 
of a national monetary unit over goods by reducing the oscillations or 

wl vibrations of prices, even if a long-run upward or downward drift re- 

bal mains; that is, a mere steadying, so to say. (5) Long-run stabiliza- 
tion of this purchasing power by holding it to the same level through 
the years. No very accurate terms suggest themselves for discriminat- 
ing between number four and five. 

- The proposal for a statutory mandate to the Federal Reserve system 
to seek this fifth type of stabilization assumes that the general level 

ye of prices at which the trade of a society is carried on, is, in a manner 

¥ of speaking, a partial function of the volume of circulating medium, and* 
| that it could be controlled in a rough and coarse way if larger changes 

- in the volume of trade could be confronted with, or met by, appropriate 

a changes in the volume of the circulating medium. Under our present 

“ national system there are two linkages, capable of contraction and ex- 
pansion, that connect the quantity of bank credit as a circulating me- 

‘a dium with the gold base: (1) The link between the reserves of the ordi 


ib nary banks and the deposit credit extended by them, a link which in 
Sy general is kept fully extended, and (2) the link between the reserves of 

the Federal Reserve banks and the credit which they extend, including’ 
in this the reserve deposits of the member banks. The proposal is to 
direct the Federal Reserve banks to control their part of the linkage 
“ with a view to keeping the general circulating medium at such a volume 


ont "Stabilization Hearings, p. 807. 
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(discoverable by continuing experimentation) as will keep the trade 
of the country going along upon pretty much the same general stage 
or level of prices through the years. Companion measures are often in 
mind also to modify the volume of basic money in the right way to aid 
in attaining the same objective. 

A common notion has been that, in its contemplated price steering 
and delimiting operations, the central bank (twelve banks in our case) 
should use its discount rate as the instrument of control. Comment to 
follow must take the form of a series of mere assertions, or statements of 
opinion. The social interest rate, or group of rates, can only be budged 
or bunted and cannot be controlled by a central bank. The natural 
interest rate would be the same at one level of prices as at another, 
It will be affected by shifts of prices, by price surges, but is independent 
of mere price stage or level as distinguished from changes in level, or 
surges. There is no reason to believe that the social or natural interest 
rate seeks or can be made to seek such a figure as (1) will permit such a 
rate of discount continuously at the central bank as (2) will produce 
such a state of extension of the central bank’s credit with reference to 
its gold base as (3) will keep the total circulation medium at such a 
volume as (4) will operate to keep the general price index at about a 
constant level. Those economists who think of the interest rate as an 
instrument for controlling the degree of expansion of the circulating 
medium with reference to the gold base and holding it at a desired or 
optimum point, are, we suggest, mistaken in their economic theory. 

If the Federal Reserve system were to adopt price stabilization as 
its primary object, under the conventions and methods of the system 
as they have now developed, open market operations would be the in- 
strument to lay hands on. It seems reasonable to believe that if ever, 
due to a progressive shifting in the relations between volume of trade 
and volume of currency, the purchasing power of gold starts on a real 
drift either up or down, the effort of the Federal Reserve banks to over- 
come this drift would simply in the end get them into a condition of 
being completely bought up or completely sold out of securities (ac- 
cording to the direction of the drift), and then they would be without 
further power to take the initiative for any purpose. The Federal Re- 
serve system would have in an undertaking of this sort a much greater 
range for maneuvering in present times than it could have when its 
exceptional surplusage of reserves had finally faded away. 

Assume for the sake of argument that except for five or ten point 
swings either way the general course of prices could be controlled if 
there were a complete control of the volume of circulating medium. 
Should the Federal Reserve system be given a stabilization mandate by 
Comgréss? We think not. The power to control the volume of the! 
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circulating medium through management of its discount rate or rates, 
we think, is practically non-existent. As for open market powers, use 
of them in this cause would in the general case be destructive of their 
yse as a Shock absorber. Measures for price stabilization lying out- 
side the present sphere of action of the Federal Reserve banks and Re- 
serve Board and the international phases of the question cannot be 
dealt with here. 

Despite what has been said, would it not be wisdom to have a statu- 
tory declaration to the effect that stabilization of the purchasing power 
of the national money unit over commodities should be an incidental 
objective of the system to be sought by it to the extent to which its 
own experience demonstrates this to be compatible with the purpose 
of “accommodating commerce and business”? ‘This mere legislative 
declamation might strengthen the hands of those in the councils of the 
system who are on the right side in relation to this matter. It is reason- 
able to suppose that the system could under present conditions produce 
a very considerable price inflation if it were to be mismanaged. ‘The 
personnel and ideas of the Federal Reserve Board might change a great 
deal in the course of time. That the congressional resolution could be 
altered or withdrawn we do not deny. 

If in this paper we have underestimated the importance of discount 
rate policy as compared with open market policy, a correction of this 
error would require some restatements in the foregoing argument on 
the stabilization question, but we think the conclusion would remain 
intact: that the powers of the Federal Reserve system to expand and 
\contract credit or the circulating medium should not be tied up with 
‘any primary duty to stabilize prices. 
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SOME OBSERVATIONS ON RECENT FEDERAL RESERVE 
POLICY 


By Franz ScHNEIDER, JR., Financial Editor 
New York Sun 


Professor Whitaker has mentioned two great liquidations during the 
life of the Federal Reserve system: that in commodities and securities dur- 
ing 1920 and 1921 and that in securities during the last several months, 
He has spoken illuminatingly of the causes and responsibilities involved in 
the post-war inflation. He has directed attention to the controversy over 
Federal Reserve policy before and during this collapse. I think we 
will all admit that avoidance of the post-war boom would have saved the 
public a great deal of suffering. I also think we all recognize the dif- 
ficulties of the situation then existing—the difficulties in the way of 
suddenly stopping the great production machine that had been set in 
full motion during the war, the desire to provide employment for the 
returning soldiers and the necessity of continuing to finance a great pro- 
gram of government expenditures. Perhaps the matter could have been 
handled better; perhaps the Federal Reserve authorities could have 
helped avoid part of the inflation; but the transition from war to peace 
was bound to provide a difficult period for business and finance, and judg- 
ments of policies and performances hardly can be conclusive. 

With regard to the recent liquidation in stocks, judgments are consid- 
erably easier, even though, as Professor Whitaker has pointed out, the 
world monetary situation has not been “strictly normal.” The 
collapse on the Stock Exchange during October and November was the 
final phase of a business cycle that started upward at the end of 1927, 
and while the effort to restore the gold standard throughout the com- 
mercial world complicated the domestic situation somewhat the events of 
the last two years should and do furnish much useful experience bearing 
on Federal Reserve policy. A review of this experience will, perhaps, 
lead to the proper conclusions. 

The last six months of 1927 were occupied with a rather sharp reces- 
sion in business activity. Ford, busy with a new model, was practically 


out of production. There was a soft coal strike. Production, employ- 
ment and pay-rolls fell to the lowest levels since 1924. In autumn the 
Federal Reserve system reduced its discount rates from a 4 to a 814 per 


cent basis, the Chicago bank being forced to this change against its will. 
The system also entered the open market and bought bills and govern- 
ment securities heavily. By the end of the year it had increased its total 
credit outstanding to the highest level since close of the post-war de- 
flation. Under these circumstances the Reserve system encouraged an 
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outflow of gold that eventually carried half a billion dollars abroad. 
With money so cheap, stock prices disregarded the business recession, 
swept up strongly and closed the year at new high levels. The central 
banking policy employed was a courageous one and was carried out with 
vigor. It achieved the ends sought. The restoration of the gold stan- 
dard abroad was hastened and a powerful stimulus was given to domestic 
business activity. The policy entailed, however, a heavy responsibility to 
guard against inflationary effects and to be prepared to take equally 
vigorous steps to curb such effects. 

Even by the end of 1927, the recession in business having run about 
nine months, signs of a pickup were apparent. In any event, early in 
1928 production, employment, and pay-rolls began to increase sharply. 
The Federa) Reserve authorities took advantage of the early January 
return of funds to reduce holdings of government securities about 
$200,000,000. Discount rates were put back on a 4 per cent basis, most 
of the advances coming in February. Meanwhile the governor of the 
Federal Reserve Board had made a reassuring statement. But the ex- 
pansion of credit was resumed, despite renewed sales of government secu- 
rities. Member banks discounted on a large scale and although dis- 
count rates were advanced to 414 per cent during the spring, the volume 
of Federal Reserve credit outstanding early in the summer was 50 per 
cent greater than at the corresponding time in 1927. In July discount 
rates were lifted to 5 per cent, but as autumn came on the Reserve 
banks began buying bills heavily. By the end of the year Federal Re- 
serve credit outstanding had risen to fresh high levels at nearly two bil- 
lions and a spokesman declared that this expansion exceeded seasonal 
requirements by $100,000,000 because of a desire to support the bill 
market. Meanwhile publication of “warning” statements indicated the 
Board hoped to control credit conditions by that means. Dur’ng the 
year stock prices again rose strongly to new highs, and as it closed pro- 
duction also broke previous records. If, as seems likely, the Federal 
Reserve authorities had aimed to secure contraction of credit and to dis- 
courage speculation for the rise in stocks, the year certainly ended in 
failure. The volume of Federal Reserve credit outstanding actually in- 
creased by about $800,000,000. 

The year 1929 began with further increases in production. Dur- 
ing the first quarter new high records for that period were made in 
steel and automobile output. Profits also rose to brilliant heights. 
Those for 1928 had been most satisfactory; but those for the first half 
of 1929 showed striking increases. Under these circumstances the stock 
market continued, with minor interruptions, its advance. A struggle 
developed between the Federal Reserve Bank of New York, which 
wished to increase its discount rate, and the Federal Reserve Board, 
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which refused to permit the increase. Instead, the Board sought to have 
the regional banks impose the so-called “direct action” policy on the 
member banks. This called for restriction of the discounting privilege 
in the case of member banks making stock market loans. Apparently the 
Board thought that the system could control the ultimate distribution as 


well as the volume of credit. However, during the spring bill holdings | 


were reduced sharply, the subsidy of the bill market being abandoned, 
and the total volume of Federal Reserve credit was brought down below 
the level existing at the corresponding period of the previous year. Under 
“direct action” cal] money rates soared to fanciful heights; but the high 
rates attracted funds from all over the world and started an influx 
of gold from abroad on an important scale. The stock market, with 
business still flourishing, retained its vitality. “Direct action” was no 
more successful than “warnings.” 

The developments of the summer were decidedly unfortunate. Record- 
breaking production and brilliant earnings inspired almost unlimited 
optimism. A violent bull market in utility shares broke out. This ran 
from June to September. In addition, new capital issues, which were 
stimulated by overconfidence in business and which had been running at 
an unprecedented rate all year, reached, in September, the extraor- 
dinary total of $1,615,000,000. During this overissue of securities a 
boom in flotation of investment trusts, or more properly speaking, trad- 
ing corporations, culminated. To sum up, at the very time when the 
business cycle had reached and passed its peak there was a sharp in- 
crease in speculative activity for the rise and a heavy accumulation of 
undigested securities. 

The rest of the story is still fresh in mind. The peak of production 
was made in July. The recession at first was gentle. Its significance 
was obscured by the possibility that nothing more than a delayed sum- 


mer letdown was involved. Not until September did it become clear that 
an autumn recovery in industry was not on the cards. Early in August 


a compromise was worked out between the New York Bank and the 
Reserve Board whereby the former was allowed at last to raise its dis- 
count rate a full per cent to 6 at the same time that it lowered its 
buying rate on bills. In England, developing troubles, such as the 
Hatry affair, were to cause a withdrawal of funds from New York; and 
the Bank of England was delaying advance of its rate to 614 per cent 
because of political circumstances. The rate advance and the Hatry 
crash finally came in the latter part of September. They coincided 
with culmination of the boom in new issues. The stage was set for a 
stock market liquidation by receding business, undigested securities and 
higher discount rates. 

Liquidation began in orderly fashion in September. However, its 
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benefits were offset by the huge activity in the new capital issues mar- 
ket. The decline grew more rapid during October but remained orderly 
until volume on the Stock Exchange rose above five or six million shares 
aday. Then the inadequacy of the ticker system helped to exaggerate 
the liquidation into a stock market panic. During this panic the Fed- 
eral Reserve Bank acted with courage and wisdom. Withdrawals of 
funds on a huge scale from the New York call money market by out- 
of-town banks and so-called “other” lenders threw an immense tempor- 
ary burden on the New York city banks, which these banks, aided by 
the Reserve Bank, met. By mid-November equilibrium in the stock mar- 
ket was restored as weak holders were eliminated and as low prices at- 
tracted investment buying. 

Looking back over the experience of the past year it appears that dur- 
ing spring and early summer the New York Reserve Bank was right 
and the Federal Reserve Board was wrong. A check to business and 
financial activity in the spring would have saved the country the ab- 
normal summer peak in industrial activity, the summer bull market in 
stocks and the early autumn boom in new capital issues and investment 
trusts. If fewer automobiles had been made and sold during the second 
quarter there would have been more to be made and sold during the last 
half of the year. By summer the whole business and financial ma- 
chine had acquired too much momentum. A sounder and firmer central 
banking policy earlier in the year would have helped to prevent this 
excess momentum and attendant overconfidence. Hindsight is, of course, 
easier than foresight; and the absence of inflation in commodity prices, 
which was due to the large capacity and high efficiency of industry, made 
correct judgment of the situation more difficult. But one of the main 
lessons to be learned from the experience seems to be that the Board 
should hesitate greatly to veto such action as the regional banks take as 
a result of their judgments of conditions in their respective districts. 
One is reminded of that part of President Hoover’s message to Congress 
in which he declared that chain or group banking might dangerously 
concentrate control of credit and theaten “one of the fundamentals of 
the American credit system—which is that credit which is based upon 
banking deposits should be controlled by persons within those areas 
which furnish these deposits and thus be subject to the restraints of local 
interest and public opinion in these areas.” Certainly a politically ap- 
pointed board assumes a heavy responsibility when it attempts to dic- 
tate credit policies to the banking officials actually in touch with credit 
conditions in commercial and financial centers. If the Board is to dic- 
tate to the regional banks, the directorates of these institutions might 
as well be abolished and plain recognition given to the fact that the coun- 


try’s banking system is being operated by a politically-appointed board 
in Washington. 
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Another conclusion that arises naturally from the experience of the 
last two years is that portfolios and discount rates are the true instru- 
ments for control of credit conditions. Possibly the experimentation 
during the last two years with “warnings” and “direct action” was 
worthwhile. But the results indicate that the time-tried and ortho- 
dox measures are the effective ones. The “warning” policy diminished 
the system’s prestige, helped make the system’s operations matters of 
public controversy, and “wrote a book” whose chapters were not always 
consistent and that supplied material for demagogic attacks on the 
system. Certainly it is poor tactics for the authorities to invite contro- 
versial discussions of current operations. Publication by the Federal 
Reserve organization of statistical and other factual material bearing 
on current business and financial conditions is decidedly desirable; but 
the public interpretation of this material should be approached with 
reserve and discretion. Formulation of opinions involves the fallability 
of human judgments; and public statements of these opinions invite a 
loss of prestige. Clearly, the Reserve authorities would better content 
themselves with the task of taking appropriate action and leave talking 
to others whose prestige is not so important. 

As for “direct action,” the policy overlooks the unity of markets and 
assumes omniscience by those responsible for the policy. Money is 
one of the most fluid of financial media; it readily finds its way around 
artificial barriers in search of the most profitable employment. Central 
banks cannot earmark funds for specific purposes; once outstanding 
the funds go into the general pot freeing other funds for other uses. 
The Board did succeed in creating high call money rates but these rates 
attracted the money required. In theory money was to be kept from 
the stock market so that business would not be deprived of it. But 
the stock market’s appetite for money, and it was an effective appetite, 
did not diminish until after business had turned down. Meanwhile the 
effort to keep business on the upgrade stimulated and maintained the 
very demand for money for speculative purposes that the Board sought 
to discourage. The circumstances illustrate the futility of attempts to 
keep business on the upgrade and at the same time force stock prices 
down. 

In fact, one of the lessons of the year is the danger of being too solic- 
itous of business. No sane man will decry prosperity, but it appears that 
we can have, for the time being at least, too much of a good thing. 
Business, we see now, would be better off if the rate of activity had 
slackened during the second quarter of the year instead of going on to 4 
summer peak. Possibly we are inclined, in our pursuit of prosperity, 
to overlook the benefits of business recession. The recession undoubtedly 
has a cleaning effect on the physical and psychological elements of busi- 
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ness. It puts current theories to the test, readjusts supply and demand 
to a firm basis, and eliminates accumulations of incompetents. It is na- 
ture’s check on the errors of human judgment. Similarly we should guard 
against loose thinking in the matter of the relation of speculation and 
business. We have heard a great deal about speculation depriving 
“legitimate business” of funds. Perhaps we should hear more of over- 
expanded business stimulating the speculative demand for funds. Busi- 
ness and speculation undoubtedly have been in competition for funds, 
but the basis for the speculation was the extraordinary profits being 
earned by flourishing business. The whole machine, we feel now, went 
ahead too fast. 

In the classical business cycle one powerful check to overexpansion in 
business is high money rates. In the classical period of crisis business 
has accumulated inventories, lost efficiency, and has disproportionately 
increased its demands for credit. These things then clearly require to 
be liquidated. In the remarkable prosperity of the past few years sur- 
plus productive and transportation capacity has prevented this kind of 
inflation and has removed a well-recognized indicator for central bank 
action. Meanwhile the big profits earned by corporations that have 
retired debt and acquired huge amounts of cash made stock prices 
a less reliable diagnostic sign than formerly. Under the circumstances, 
and particularly if we are in a period of declining commodity prices, 
greater emphasis may have to be given to statistics of business and indus- 
trial activity as indicators of Federal Reserve policy. 
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THE FEDERAL RESERVE BOARD—ITS PROBLEMS 
AND POLICY—DISCUSSION 


James W. Beti.—I find myself in general agreement with the statements 
made in Professor Whitaker's paper, but wish to present a few interpolations 
by way of elaboration and modification. 

The high-lights of the paper have to do with: (1) the relation of dis- 
count rates and open market operations to credit control; (2) the conflict- 
ing conditions to which credit policy is to be adapted (to regulate fluctua- 
tions of interest rates, prices, production, security prices, foreign exchanges, 
for example) and under this, the lack of control of composition or specific 
uses of reserve credit (that is, to keep reserve credit from flowing into dif- 
ferent channels from those for which the loans are originally made); and 
(3) the “stabilization of prices mandate.” 

It will be seen that the first topic has to do with the technique of credit 
control, and that the latter two pertain to the objectives or purposes of such 
control. These latter are shown to be very numerous, but one in particular— 
namely, price stabilization—seems to be in special favor at the present mo- 
ment, and hence is here singled out for special treatment. 

Since I subscribe in general to the statements made in regard to the ob- 
jectives of credit control, I shall make but brief reference to the last two 
subjects, and shall confine my remarks chiefly to the technique of credit con- 
trol; that is, the relative importance of credit control. 

Both of these devices are available for the purpose of influencing the sup- 
ply of Federal credit injected into or withdrawn from the market, either 
through transactions with member banks or directly through open market 
operations. I agree with Professor Whitaker that all dealings are in prac- 
tice passive or involuntary, except purchases and sales of United States 
government securities. 

The supply of reserve credit may be regulated to meet both short- and 
long-time swings or changes in demand. Professor Whitaker makes a dis- 
tinction between “routine’’ and long-term operations, attributing the prob- 
lem of credit control to the latter only. I see no reason for such a distinc- 
tion so far as the technique of control is concerned. Regulation of reserve 
credit to even up supply and demand during the short-time effects of United 
States fiscal operations for instance, or gold exportation and importation, 
or seasonal or cyclical expansion. and contraction, all involve the same 
credit technique. The shorter disturbances come and go quickly and the 
results are usually readily foreseen. The longer changes are not so predict- 
able, but in all cases control implies building up and squeezing out the 
cushion of Federal Reserve credit. 

I agree with Professor Whitaker that a long drift in one direction or the 
other may exhaust Federal Reserve resources so as to leave it impotent, but 
we are not here concerned with the short- or long-term fluctuations except 
as they effect the technique of Reserve bank operations. 

Dr. B. M. Anderson seems to think that Professor Whitaker wishes to 
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abandon the discount rate as an instrument of credit control. This is a 
rather extreme view. As I interpret his reasoning he appears to imply that 
for briefer, “routine” fluctuations, open market operations are sufficient, 
and changes in discount rates are neither necessary nor desirable. For 
longer swings, however, Professor Whitaker introduces discount rate changes 
through necessity, since open market operations in these cases would other- 
wise be inadequate. In other words, open market operations may be ef- 
fective without discount rate changes, but the latter are ineffective, except 
psychologically, without open market operations. I do not wholly subscribe 
to the statement that the discount rate change is not a factor which really 
puts limits upon the demand for Reserve funds; that it does not do so be- 
cause it does not operate as a cost factor in borrowing. I believe that 
theoretical economists rightly regard prices as checking demand, and dis- 
count rate and open market changes both effect prices. They are in fact 
the only possible instruments affecting prices, either for “routine” or for 
longer time “credit” operations. 

Professor Whitaker’s argument runs as follows: Discount rate changes do 
not affect member bank borrowing because these banks have a traditional re- 
pugnance against borrowing except in times of “emergency.” They will 
borrow if they must, even at “penalty” rates. At ordinary levels an in- 
crease of discount rates does not operate as a deterring cost factor. There- 
fore, to tighten money rates in the market, for whatever purpose, Reserve 
banks must sell securities. This process withdraws funds from the mar- 
ket and impairs member banks’ reserves, and tightens money. Reserve 
might be replenished by borrowing at the Federal Reserve bank, but here 
the “convention against borrowing” interferes. It interferes except in case 
of “emergency.” But if an “emergency” exists (this is left to the member 
banks’ own interpretation), funds may be borrowed from the Reserve banks 
to offset those withdrawn by sale of securities, and thus defeat the objec- 
tive of tighter money. Therefore, discount rates must be raised a notch 
to shut off the supply of cheap money. 


Here is where the cost factor comes into play. If the statement that 
“one dollar permanent reserve supports eight to ten dollars interest bear- 
ing loans” carries with it the implication that member banks can multiply 
their loans several fold on the basis of borrowed reserve, obviously 1 per 
cent more or less in the discount rate would make little difference as a cost 
factor. But manifold loans on the basis of new reserves are not possible 
for an individual bank, whether obtained from Federal Reserve borrow- 
ings, deposits, or capital subscription; and a slight increase in the cost of 
bank funds may be sufficient to make such transactions unprofitable. The 
spread between the cost of bank funds (discount rate on borrowings and in- 
terest paid on deposits) and the rate charged to customers is not all net pro- 
ft. Various other costs must be considered. These are usually classified as 
follows: (1) interest on deposits, (2) salaries and wages, (3) miscellaneous, 
(4) net loss, (5) taxes, (6) interest and discount on borrowed money. In 
other words, from gross income on earning assets must be subtracted the cost 
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of funds (interest paid on deposits, or on borrowings), the cost of handlj 
and converting the funds (direct operating expenditures, handling and rp. 
cording, fund conversion expenses, loan expenditures, overhead), and fron 
this operating margin losses must be subtracted before net profits result, Sing 
no reserves need be kept against loans payable to the Federal Reserve bank, 
whereas 13 per cent, 10 per cent, 7 per cent, and 8 per cent must be kept 
against individual deposits (depending upon classification of bank and typ 
of deposits), a member bank gains some slight advantage in being able tp 
lend the 100 per cent borrowed from the Federal Reserve bank. But as in. 
terest paid depositors is very much less than the reserve discount rate paid, 
this gain is often more than offset by the difference in interest cost, the dis- 
parity being on average, say, of 114 per cent interest paid compared with, 
4 per cent or 5 per cent discount rate. Borrowing at 4 per cent and lending 
to customers at 6 per cent is probably not profitable on a sound cost basis, 
If it were, banks might be induced to raise the rate on interest paid on say- 
ing deposits. 


It might be objected that for the system of banks one dollar reserve sup- Mm credit 
ports eight to ten dollars credit, and that this multiplicative factor more than i Intere 
compensates for the costs above mentioned. In answer to this it should be Hi prices 
pointed out that each overflow of cash deposited in another bank and each new J chose! 
loan or investment made on the basis of such reserve involves new costs of fmm certai 
the several catagories that go to make up the average cost would 

The “psychological” effect of discount rate changes would not be very en- Mm ductic 
during if it were not based upon sound economic reasons. There are prob- im indivi 
ably two considerations which explain why this “psychology” is effective, Mm sound 
and why the “convention against borrowing” has become traditional. One 9m 14 t 
consideration is a negative factor; the other is positive. In the first place, Mj busin 
sound and prudent banking dictates that credit lines should always remain diale 
open to meet any untoward emergency. This is a safety factor. A bank fm Fede 
must keep in liquid condition—must not exhaust its credit resources. We may Im “hol 


call this a banking tradition or convention, but it is nothing new. With good W. 
bankers it was as true a rule of conduct before the Federal Reserve system cedir 
as it is today, and it pertains to borrowings from other banks as well as inclu 
from the Reserve banks. It is a negative or restraining check, a precaution- suas! 
ary rule, that a bank should not borrow except in case of emergency if such Hm °?* 
borrowing in any way weakens its liquid position. bette 

The second reason back of the convention against borrowing involves the of F 
cost factor. This is the positive reason why banks do not borrow under or- ae 
dinary circumstances. Banks are usually able to get funds much cheaper in to it 
other ways and even then their profit margins are narrow. In an emergency A 
they may have to borrow, sometimes regardless of cost, but under ordinary al] ; 
circumstances the cost of borrowed money is nearly always high enough to ata 
act as a positive restraining check. Discount rates below cost of deposits Fed 
would undoubtedly bring about a heavy strain upon the “convention against beli 
borrowing” and the strict interpretation of “what is an emergency.” i 

* Reserve Banks of districts 1, 2, 8, and 7 have for some years past made valuable yi 


studies of average costs and profits of representative banks. 
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Thus we see that the “psychological” effect of discount rate changes is 
based upon sound economic reasons. A bank is afraid to borrow even at low 
rates if the liquidity of its position is jeopardized, and is willing to borrow 
regardless of cost in order to maintain sufficient funds. But between such 
extremes costs play an important part. 

Incidentally, the psychological effect of changes in “buying rates” of the 
Reserve banks should be given consideration for the same reasons. In the 
August 8 “straddle,” successful analysts who sensed the “bearish” psy- 
chology provoked by a raise in the New York Federal Reserve Bank discount 
rate but interpreted the lowering of the rate on bank acceptances as being a 
djominant “bullish” influence, are known to have profited handsomely as a re- 
sult, The immediate effect of the announcement was a break in the stock 
market; the subsequent effect was a rapid recovery. 

With regard to the objectives of credit policy there still seems to be much 
disagreement. Critics of Federal Reserve policy usually have special inter- 
ests in mind and often emphasize exclusive individual factors involved in the 
credit problem. It is obviously impossible to stabilize all business factors. 
Interest, security prices, production, and wages, may go up, while commodity 
prices, foreign exchanges, etc., go down, and, if one universal indicator is 
chosen, there is always danger that it may fail to represent business. During 
certain periods of our economic history the wholesale commodity price index 
would probably have worked well as a guide, and perhaps the volume of pro- 
duction would have been better in more recent years, but who can tell if the 
individual factor dictating credit policy would not sometime militate against 
sound business conditions? Forces in business shift in relative importance, 
and to set up a single factor to stabilize might well lead to an unbalanced 
business condition. It would make a nice problem in speculative economic 
dialectics to theorize what might have happened in the last four years if the 
Federal Reserve authorities had so managed their credit policies as to stabilize 
wholesale commodity prices. 

W. F. Mircuery.—In the main I find myself in agreement with the pre- 
ceding speakers. They have touched upon the various policies of the Board, 
including the discount policy, the open market policy, the policy of per- 
suasion, and the gold policy. I shall deal briefly with each of these, ex- 
cept the policy of persuasion, and it seems that the less said about that the 
better. It would seem that the other speakers have done justice to the policy 
of persuasion, especially Mr. Schneider. This policy has not been very 
successful, and the Board has not added much to its prestige by resorting 
to it. 

As Professor Whitaker has well pointed out, there are many interest rates, 
all of which have similar trends in the market. They move up and down 
at about the same time, and have done so for decades, even before we had the 
Federal Reserve system. I find myself in disagreement with those who 
believe that the Reserve banks, even at the instigation of the Board, can 

use the discount rate to control all the other interest rates. There are 
forces in the market that affect all these interest rates in about the same 
way. A Reserve bank may hold the discount rate back for a time, or the 
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Board may hinder the Reserve bank from advancing the rate at the pro. 
per time, as it has in the case of the Reserve Bank at New York about , 
year ago, but there are forces in the market affecting interest rates that are 
mainly independent of the Reserve banks. 

The Reserve banks are relatively weak when we compare them with ali 
the other commercial banking resources in the United States. They compris: 
only about 7 per cent of the total banking resources in the country. While 
it is the funds at the margin that control interest rates, evidently the banks 
of New York City have a more potent marginal influence on interest rates than 
the Reserve banks. Since interest rates are largely world-wide in their move- 
ments, and since the Reserve banks are relatively small in their banking re- 
sources, it would seem that their power to influence interest rates is much less 
than some economists have given them credit for having. 

The elasticity of the supply of funds for the call loan market is greater 
than the elasticy of demand for the same funds. A rise of interest rates 
in New York, up to a certain point, will increase the supply of funds there 
more than it will cut down the demand for funds. The high rates in New 
York in the first nine months of this year have brought funds from the in- 
terior of the country, and from other parts of the world. Even the reluctant 
raising of the discount rate in New York did not cut down the available 
funds for the call market. It would seem that the policy of the Board in 
attempting to control the disposition of funds obtained at the Reserve banks 
has failed. 

Professor Whitaker is right, in the main, it seems to me, that it is the con- 
vention against continuous borrowing at the Reserve banks, rather than the 
discount rate, that controls the amount of discounting by member banks 
at the Reserve banks. 

Probably the most potent method of controlling the money market by 
the Reserve banks is the open market policy. Obviously this device has 
limitations, because the supply of paper available to the Reserve banks, and 
on which they have the initiative, is limited. Whatever initiative the Re- 


serve banks have in the market lies in the open market. But they have 
little initiative in the bill market. The initiative here lies largely with the 
bill dealers and the commercial banks. The real initiative of the Reserve 


banks lies in the purchase and sale of government securities. While the 
supply of securities available is larger than the holdings of the Reserve 
banks, and probably will be for a good many years, yet a control that is 
based on the supply of government securities will, in the long run, probably 
not prove very satisfactory. 

There are two extremes to which the Reserve banks might go in exercising 
control through the open market. One would be for the banks to purchase 
until the members got entirely out of debt at the Reserve banks, and then 
continue to buy until the reserves were down to the legal limit. After that 
the Reserve banks would find it difficult to deflate, and their holdings would 
be little different from those of a savings bank or an investment trust. It 
would not be fulfilling the function of a Reserve bank to go to these extremes. 
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Usually, in recent years, when the Reserve banks buy securities the member 
hanks reduce their indebtedness at the Reserve banks, and when the Reserve 
banks sell securities, the member banks borrow at the Reserve banks by dis- 
counting there. The net result of the open market policy has been that the 
member banks have not had their reserves much affected, and the member 
banks have not had their earning assets affected much by the open market 
dealings of the Reserve banks. 

The second extreme to which the Reserve banks might go would be to sell 
out entirely, and hold no securities. In this case they would be able to 
exert little control on the market. 

Whether the Reserve banks pay out gold or whether they pay out reserve 
notes is important. If gold is paid out the reserves will be exhausted 
much more quickly than if the reserve notes are paid out. 

In finding a suitable guide for discount and open market policies the Re- 
serve banks should use all available indexes. It would be a mistake to use 
the general price level as the only or even the major index to credit policies. 
it would be even a worse error to use the amount of brokers loans on the stock 
market as the main index to credit policies. Credit needs should be studied 
from a vast number of viewpoints, and many indexes of production, distri- 
bution, consumption, and finance should be watched. They should be studied 
not only in their national aspects, but also in their regional and international 
aspects. 

The Reserve Board, it seems to me, in asking the Reserve banks to de- 
termine credit policies mainly in the light of stabilization of foreign cur- 
rencies, or mainly in the light of stock speculation, or mainly with a view to 
stabilizing the general price level for the world, is asking too much. The 
Reserve banks are reserve banks. There are twelve of them, even though 
they are united for certain purposes. Their policies should be to protect 
the reserves. Whether their powers should be enlarged so that their port- 
folios would be of a different character, and so that the Reserve banks would 
ve able to exert a larger influence in the market is a debatable question. Prob- 
ably the Board has been using too much initiative in the experimenting dur- 
ing the past three years. I regard the Board more as a watchman, to pre- 
vent emergencies in the credit structure. Probably persuasion and pro- 
paganda should originate, or at least eminate, from the Reserve banks rather 
than from the Board. The function of the Board is mainly that of an expert 
observer, having abundant facilities to make expert observations and also 
abundant power to control the Reserve banks, if need be, in their policies. 
The problems are complex, the Reserve System is complex, and some experi- 
mentation may well be resorted to. But the Board should seek, in the pro- 
secution of its difficult tasks, to keep the confidence of the banking and bus- 
iness community. The system is still new, its economic powers are not en- 
tirely known, much of the criticism directed against the system has been 
neither discriminating, wise, truthful, nor deserved. Students of reserve 
policy may well criticize, but should be patient and sympathetic. 
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SOME ECONOMIC AND SOCIAL ACCOMPANIMENTS OF THRE 
MECHANIZATION OF AGRICULTURE 


By E. G. 


Institute of Economics 


I 


For uncounted centuries agriculture was conducted by hand labor, 
employing only a few simple tools and supplemented to only a slight 
extent by animal power. Draft animals pulled carts and rude plows and, 
from Biblical times or before, oxen were used to tread out the grain 
Machinery, however, in any proper sense of the term did not make its 
advent in agriculture until the invention of the mower, the reaper (fol- 
lowed by the binder), and the threshing machine. The compelling force 
which put these implements into widespread use in America was the h- 
bor shortage during the Civil War and the rapid geographical ex- 
pansion of the homesteading era which followed it. Hence it is hardly 
more than three-quarters of a century since we began to have even that 
degree of mechanization which is characterized by horse-power m:- 
chinery. 

Beginning approximately at the end of the first decade of this cen- 
tury, there has been a rapid displacing of horse power by mechanical 
power. That great changes in the industry have been introduced by 
this innovation within a period of two decades is obvious even to the 
casual observer. ‘The situation challenges us to make careful analysis. 
Just what has been happening in the economic and social organization 
of agriculture and rural life? Such analysis should conduce to a better 
understanding of certain forces with which our society has been brought 
to grips by the process of our technological evolution and should yield 
fruitful suggestions for future readjustment within the industry or in 
those agencies whose function it is to serve agriculture. 

Man-power agriculture lends itself to intensive methods and has in 
the past easily fallen into stride with systems of slavery, serfdom, feudal 
tenure, and, at its top level, peasant proprietorship. It has commonly 
been associated with the village type of rural life and has frequently 
developed “strip farming” methods or other highly wasteful and ineffci- 
ent systems of farming with small and scattered farm enterprises. 


Horse-power farming has quite generally been found compatible with, 
if not actually conducive to, an efficient family-farm type of opers- 
tion in units approximating the American quarter-section farm and with 
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rural population scattered rather thinly over the agricultural domain. 
This system has characterized the larger part of American agriculture 
under which grain growing, livestock raising, dairying, and general 
farming have been carried on. Cotton growing, with its belated sur- 
vival of hand methods, and intensive horticultural areas have been the 
chief exceptions. 

Mechanical power farming has already made certain demands in 
terms of units of area, financial arrangements, labor force, and so forth 
considerably at variance with those which had been so well worked out 
both empirically and scientifically for our accustomed horse-power 
technique. It is much too soon to say just how we shall revamp our 
economic organization to meet these new needs. However, some of the 
issues raised are already becoming reasonably clear. I shall attempt to 
discuss them under four heads; namely, the land factor, financing, labor 
supply, and management problems. Before entering this analytical dis- 
cussion, however, a few words of descriptive matter must be intruded so 
that we may start from a common understanding of what we mean by 
the mechanization of agriculture. 


Il 


During the century and a half in which manufacture and commerce 
were staging an industrial revolution based on water power and steam, 
agriculture stuck to men and horse labor because water and steam pow- 
er have hardly more than negligible applicability to the processes charac- 
teristic of agriculture. The steam thresher was the almost solitary 
exception to this general statement. But with the coming of the inter- 
nal combustion engine the whole aspect of the power problem was 
changed. The gasolene engine lent itself readily to the construction of 
small power units of high efficiency, great durability, and technical op- 
erating requirements well within the range of the farm labor force. With- 
in the last twenty years, mechanical power derived from internal com- 
bustion engines has increased on American farms at a remarkable rate, 
displacing horses and relieving the burden on human muscle. A safe 
estimate seems to be that at the present time the total primary horse 
power derived from gas engines used as agricultural equipment is not 
less than sixty million. Meanwhile the total number of horses and mules 
on farms has declined from twenty-four million to approximately nine- 
teen million head, or a drop of 21 per cent since 1910. 


The versatility of this new farm power is evident from a listing merely 
of the four principal classes of farm equipment to which it is applied; 
namely, the stationary gas engine, the farm tractor, the truck, and the 
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automobile—so-called “pleasure car” but in the truest sense of the word 
a farm implement.’ 

The stationary gas engine furnishes power for pumping, grinding, 
generating of electric current, operating milking machines, and doi 
many other farm jobs for which horse power as developed by the old- 
fashioned “sweep” or the treadmill was never very satisfactory. Con. 
siderable belt-pow er work is also furnished by the tractor, particularly 
where the work is of an intermittent character, such as silo filling, which 
comes but once a year, or in tasks such as threshing, cutting wood, or 
others where it is more economical to bring the machinery to the ray 
material than vice versa. As for drawbar work, the farm tractor drays 
practically every type of farm implement from seedtime to harvest but, 
in addition, removes stumps and rocks, makes ditches, and performs other 
tasks which formerly were often left undone because of the unsuitability 

The truck and automobile have taken over functions for which the 
type of horse good for farm work was always ill adapted. The truck 
not only shortens the time and sometimes the cost of getting produce 
to market and supplies to the farm, but frequently improves quality 
by shortening the time of exposure or by permitting the use of refrigera- 
tion in transit. It even permits of turning over the function of trans- 
portation either at peak periods or regularly to specialized agencies who 
furnish the necessary equipment as well as labor. The farmer’s automo- 
bile is used as a farm implement not only to take all kinds of small prod- 
uce to town and bring from town all except the heavier farm supplies; 
but also to transport the farm manager and farm workers to and from 
the fields and from farm to farm or farm to town on business errands, 
enormously economizing time and adding to the efficiency of farm labor. 

While in a measure the new power has been applied to the same types 
of farm implements used with horses, there has been a considerable rede- 
signing to effect either better or faster work with the larger power 
available. There has been also a change in practice so that two or three 
processes formerly performed in quick succession may be disposed of 
simultaneously. ‘This “once-over” method applies to the combined har- 
vester-thresher and to the trailing of discs, harrows, and sometimes drills 
or planters immediately after the plow, or to the use of a new type of 
rotary tillage implement to supersede plow, disc, and harrow. Experi- 
mental work is likewise being pushed toward the development of con- 

‘In our estimate of sixty million horse power as the gasolene power equipment 
of our farms we have figured twenty-one million as derived from tractors, thirteen 
million in the form of trucks, eleven million from stationary gas engines, and fifteen 
million from automobiles. Of the latter, we estimate five million as farmer-owned and 
rate them at only 8 horse power each for their contribution to farm work. Compare C. 


D. Kinsman, “An Appraisal of Power Used on Farms in the United States,” U. 5. 
Department of Agriculture Bulletin No. 1348, 
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bined methods of harvesting the corn crop both as grain and fodder. 
Horse-drawn implements took the hoe, scythe, and cradle out of the 
farmer’s hand and put him on the seat of the riding cultivator, mowing 
machine, or self binder. He was not at that stage, however, relieved of 
the drudgery of the pitchfork.* This was left for the harvester-thresher 
and the new type of ensilage equipment which removes and husks the 
ears and shreds the fodder in one continuous process in the field. Finally, 
the corn picker is making considerable progress in its attack on the 
most arduous hand labor task which has survived in northern agricul- 
ture, and the cotton picker seems clearly to be on the threshold of suc- 
cess in the southern stronghold of hand labor. The milking machine is 
already standard equipment in dairy sections.* 


Til 


Turning now to the economic and social consequences of the introduc- 
tion of mechanical primary power into agriculture, I wish to approach 
the matter first in terms of the land factor. From this point of view, 
gas engine power has done two things. First, it has made possible the 
application of a more ample supply of power to the handling of larger 
amounts of material to accomplish a given result. Second, it has given 
a greater flexibility of movement by virtue of its application to trans- 
portation devices either for persons or for goods. This invites changes 
in the industry’s distributing system and in the residence arrangements 
both of those whom we class as producers and of those who are primarily 
consumers of agricultural products. 


First, as to the production aspect of the matter. Our whole system 
of subhumid farming is based on a rather extensive handling of land 
with power equipment, using summer fallow to concentrate two years’ 
moisture on one year’s crop or three years’ rainfall on two crops. Wheat 
lands submarginal under the old technique have become prosperous and 
low-cost producers under the new, while wheat has been increasingly dis- 
placed in the moisture regions. Between 1914 and 1929 there was a 
decline in the wheat acreage of Ohio, Indiana, Illinois, Missouri, and 
Minnesota from 13.6 million to 9.2 million acres and a decline of four 


* Except to a limited extent through the use of the horse-drawn hay loader, buck 
rake, and horse fork for unloading. 

*If time permitted, there should be discussion also of the importance of electricity 
on the farm. It is estimated that more than 21% million horse power are now in 
use on farms—about 40 per cent from individual plants and 60 per cent from central 
stations. It is perhaps chiefly significant in raising the standard of comfort and con- 
venience of the farm home and in reducing the country fire hazard. However, in 
connection with artificial refrigeration and in furnishing an economical and flexible 
source of small power, it is an important factor in increasing efficiency and reducing 
waste in many poultry, dairy, and horticultural regions. There are also other minor 
aspects of mechanization, omitted here, to which reference will be made later. 
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hundred thousand acres under wheat in New York, Pennsylvania, Mary- 
land, and Virginia, whereas the wheat acreage of Texas, Oklahoma, 
Kansas, Colorado, North Dakota, and Montana rose from 20.9 million 
to 88.2 million acres. 

During the same period the cotton acreage of South Carolina, 
Georgia, and Alabama shrank from 12.8 million to 10.0 million acres, 
while there was an expansion from 14.8 million to 22.0 million acres of 
cotton in Texas and Oklahoma. In this case, also, lands formerly re 
garded as superior were displaced by lands which had been submarginal 
under the old technique.* The yield per acre of Northwest Texas and 
Oklahoma was comparatively low, but the unit cost was more than pro- 
portionately reduced by the use of extensive machine methods. In hv- 
mid regions also the margin of cultivation is undergoing some change as 
a result of the greater use of mechanical power. Certain soils which 
bake badly if plowed under unfavorable moisture conditions are ren- 
dered much more available to agriculture if plowing can be pushed 
forward rapidly when conditions are at the optimum. With power 
farming, work can be carried on twenty-four hours a day and at a more 
rapid rate than is attainable with draft animals. 

These three illustrations will perhaps serve to indicate the manner in 
which the classification of land, according to its differential produc- 
tivity, is being modified by the introduction of mechanical power into 
our farming technique. To this we should add the fact that many 
lands classed as inferior in the horse age because of their remoteness 
from the railway shipping point, from the improved highway, or from 
the farmstead have had their accessibility, and hence their economic 
productivity, very much increased by the introduction of the tractor, 
the truck, and the automobile. As to topography, also, level lands tend 
to have their differential rating raised and rough lands to have their 
desirability for cultivation lowered by the greater emphasis upon larger 
machine units propelled by mechanical power or even by the larger teams 
which competition is forcing upon the horse farmer. 

It is not yet possible to say just what this recasting of our ideas of 

‘A certain oversimplification of the subject of agricultural changes is inevitable in 
a discussion as brief as that here presented. The introduction of power machinery 
constitutes only one of a considerable combination of forces impinging on agricul- 
ture and altogether producing such changes as are taking place. As for changes in 
cotton acreage it might be argued that machine power is a distinctly subordinate factor, 
the boll weevil being primarily responsible for the decline of cotton growing in the 
eastern part of the belt. In fact boll weevil damage pushed up the cost of cotton pro- 
duction and the subsequent shift in producing area was then dictated by the ex- 
istence of lower cost areas elsewhere. In this movement power farming has played 
a part. Furthermore, once this migration has taken place the return to the old cotton 
area of the southeastern states would be retarded even if eradication or efficient con- 
trol of the boll weevil were effected. This is due to the fact that the topography and 


rainfall of the section make terracing necessary and that terracing and power farm- 
ing do not fit well together. 
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differential productivity will mean in terms of land utilization, economic 
rent, and our scheme of land values. It is obvious, however, that power 
farming has helped to bring very large acreages of land into new or 
higher agricultural uses at a time when we thought the old farm area 
was about to profit from an increase in its scarcity value. This has 
been a hard blow to landholders in some of our best agricultural sec- 
tions, notably older portions of the Corn Belt. For example, even a state- 
wide index of land prices shows a downward trend in important Eastern 
and mid-Western states, with upturns in those farther west, such as 
Texas, Oklahoma, Kansas, and even Montana (see table and chart). 


Ixpex Numser or Estrmarep Vatve Per Acre or Farm Rear Esrare, 1921-29 
Corrected for Changes in General Price Level* 
Base: 1912, 1913, 1914—100 per cent 


Year N.Y. Pa. S.C. Ga. Ohio Ind. Ill Iowa Kan. Okla. Tex. Mont. 
1921 87 92 182 121 94 104 +4109 75 
1922 83 85 90 97 88 85 90 116 93 99 95 68 
1923 79 81 88 86 83 79 84 107 87 91 88 59 
1924 79 81 96 86 83 76 82 101 83 88 97 57 
1925 74 76 92 77 73 68 77 90 T7 88 97 50 
1926 75 79 88 17 72 66 75 90 78 90 101 50 
1927 78 81 82 75 72 63 72 88 82 92 102 50 
1928 75 79 78 72 68 59 68 83 80 90 99 50 
1929 74 78 78 72 67 59 68 83 80 90 98 51 


a Using the U. S. Department of Labor Index for “All Commodities.” The data 
from which the table was computed are taken from E. H. Wiecking, The Farm 
Real Estate Situation, 1928-29, Circular No. 101, U. S. Department of Agriculture. 


There has also been abandonment of many thousands of acres of land 
in the northeastern states, in the eastern end of the Cotton Belt, and 
other old agricultural areas. New York, Pennsylvania, Ohio, Indiana, 
South Carolina, Georgia, and Alabama all show a downward trend in 
areas under cultivation. The total acreage in the principal crops® in 
the states east of the Mississippi River stood at 144 million in 1921 
and at 185 million in 1928, whereas the tier of states from Texas to 
North Dakota, inclusive, plus Montana, rose from 119 million to 133 
million acres during the same seven years. 

It is unfortunate, I believe, that attention has not been given sooner 
to scientific analysis of this problem and to the attempt to discover the 
trend of the development during its first stage. Excellent work is under 
way in the Division of Land Economics of the Bureau of Agricultural 
Economics and in a few agricultural experiment stations. But some of 
the regions in which the problem is most acute do not have well-manned 
and adequately financed research agencies or have failed to initiate 
studies into their local situation. It is often felt to be a difficult, un- 
popular, even dangerous subject from which many who should be lead- 


‘Embracing twenty-nine crops which represent approximately 96 per cent of the 
total acreage in crops. 
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ers of thought shrink back. Meanwhile the landowners and farmers of 
our country as a whole are not being helped to an appreciation of the 
magnitude and character of the new force which has come into our farm 
land situation. 

A new psychology with reference to the whole process of farming is 
demanded by the introduction of power methods. We are suffering from 
a hangover of the old tradition of arduous hand labor in agriculture, 
only partially mitigated by our experience with horse farming. When 
population pressed upon the food supply and grain was produced pain- 
fully and meagerly with hand labor, the reaper, with his sickle, sought 
to gather every stalk and gleaners went over the fields to pick up the 
heads that had been dropped. Europeans, accustomed to peasant cul- 
ture, were shocked at our system of leaving in the fence corners whole 
yards or even rods of grain missed by the rapid sweep of the horse- 
drawn harvester. Such mental attitudes are hard to change, and even 
today one finds farmers debating the feasibility of the new harvesting de- 
vices or multi-row cultivators primarily in terms of the percentage of 
grain which might be missed or the number of stalks broken down. 

Obviously these things must be considered, but it is quite possible to 
put perfection of technical performance above more important economic 
considerations. Industry shows us many illustrations of the fact that 
it is cheaper to produce an added 10 per cent to offset breakage and 
waste in the process of handling than to carry on the process in such 
a manner that this loss would be avoided. May we not find it cheaper to 
raise 110 acres of corn by power farming methods which broke down 
even 10 per cent of the stalks or failed to gather even 10 per cent of the 
ripened ears than to employ hand and horse methods on 100 acres to 
get the same net product with waste reduced to a minimum figure. So 
is it also in cotton. With machine methods it will doubtless be cheaper 
to raise a sufficient additional acreage to offset a substantial loss in the 
way of bolls not gathered by machine pickers. At all events, the psy- 
chology of the machine worker must be different from that of the hand 
worker, and it seems likely that we shall accustom ourselves to handling 
larger acreages somewhat less thoroughly by machinery, finding that 
lands whose soil, topography, or climate conduce to easier handling or 
better machine harvesting may show a higher output per unit of input 
than do lands of greater capacity to absorb human labor in the produc- 
tion of heavy acre yields. If such a trend toward extensivity is actually 
under way, it is important that landowners and farm managers in areas 
of traditionally high differential productivity become aware of it and 
adjust their minds accordingly. 


*In point of fact, some of the more fully mechanized processes such as the harves- 
ter-thresher actually reduce wastage rather than increase it. 
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Whatever actual farm practice and scientific analysis based upon it 
may eventually do toward verifying this hypothesis as to an extensive 
trend in our agriculture as the result of increased use of power ma- 
chinery, it seems likely that there will also be a trend in the opposite 
direction. James Davis, Secretary of the United States Department of 
Labor, has recently predicted that the industrial population of the fy. 
ture will live in the country rather than in the industrial town, being’ 
moved rapidly from home to work and back again by automobile, bus, 
or airplane. He paints an alluring picture of such country residence, 
with the family producing a large part of their living from their own 
small landholdings. I fear that the picture runs rather ahead of sober 
probability and yet to anyone who has examined what has already hap- 
pened it must be obvious that swift and comfortable means of travel are 
in a measure reversing the tide of congested urban living which resulted 
from the introduction of the factory system. Some factories are mov- 
ing out into villages or even starting settlements of their own in the open 
country, while many persons working in the old factory plant are living 
ten or twenty miles or even farther from their place of employment and 
traveling to work in some form of gasolene-propelled conveyance.’ 

This in itself is not a manifestation of the mechanization of agricul 
ture, but the pull of country residence is very much accentuated by 
reason of the fact that one can now, even in the country, have modern 
conveniences such as running water, electric light, and refrigeration op- 
erated by a stationary gasolene engine, and likewise that the ability 
to produce fruits and vegetables for the family table and possibly a by- 
product for commercial sale is greatly increased by the availability of 
light power-driven machinery. The man who is a machine tender ina 
factory for forty or even forty-eight hours a week may have a place 
five miles from the factory where, with modern equipment, he can still 
apply, outside factory hours, as much effective labor to agricultural 
production as did the old-fashioned farmer. If he enjoys this form of 
outdoor exercise as much as his fellows enjoy the municipal golf links 
or driving on the public highway, he can minister to his own recreational 
requirements at the same time that he creates an agricultural product 
of some significance. 

The point of the matter so far as land is concerned is that this sort 
of population decentralization tends toward a more intensive use, Fesi- 
dence as well as agricultural, of lands which are adjacent to improved 
highways. It seems likely also that, just as industrial populations are 
manifesting some desire to get back to the fringe of the country, so our 
agricultural population will show more of a tendency, already discerni- 


™See C. E. Allred, Effects of Industrial Development on Rural Life in Sullivan 
County, Tennessee, University of Tennessee Record, Extension Series, Vol. V, No, 8 
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ble, to move up toward the fringe of the town. An increasing amount of 
crop production can be performed in remote fields where, at the end of 
the day’s work, the farmer turns off the ignition of his tractor and leaves 
it standing in the field or under a shed while he motors back to his resi- 
dence on the main highway or in town. It seems likely that only the more 
intensive processes of agriculture will tend to be carried on in close proxi- 
mity to the residence of the farm family, it being socially and to some 
extent economically desirable to locate the latter reasonably close to- 
gether where the advantage of schools, churches, water supply, fire pro- 
tection, centrally-generated electric current, and even water and gas 
may be most adequately and economically supplied. It may be that the 
characteristic isolation of American farm life will, as the new technique 
of farming develops more fully, give way to congregated rural living 
stretched along the highways which run between country towns, enab- 
ling us to recapture the old values of the European village system, aug- 
mented by new advantages and not offset by the inefficient cultural 
methods which accompanied the older village system. 

However these hypotheses may work out, I cannot escape the con- 
viction that the mechanization of agriculture will have profound reper- 
cussions upon the use, the values, and the institutions of land as one of 
the great factors of agricultural production. Our whole structure of 
agricultural rent and land prices is based upon differential productivity 
ina given technological situation with reference both to the production 
process and to transportation facilities and a population distribution 
which is linked up with past conditions of transportation. We can- 
not basically change these costs of manufacture and the marketing and 
residence conditions without proportionately upsetting our scheme of 
differentials based upon economic productivity. 

A quite revolutionary readjustment of these elements in the New 
England and North Atlantic states came with the opening of canals and 
then railways and with the widespreed introduction of horse-drawn im- 
plements into the Mississippi Valley. Can we expect that the new mechani- 
zation will produce no change or only slight change in the economy 
of the North Central states? Hope seems to spring eternal in the Corn 
Belt from Ohio to Iowa for the “recovery of land prices.” This would 
at bottom mean the re-establishment of the differential superiority which 
these states had enjoyed under the old farm technique. Land prices 
doubtless will be restored and even increased in strips of territory ad- 
jacent to the towns and connecting highways of industrial sections 
where residence values and rather intensive home supply farming of a 
small-holdings pattern develop. As for the open country in these states, 
it seems to me altogether possible that their agriculture was intensified 
under the régime of horse-power agriculture to a point not justified by 
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the differential productivity of these lands as compared to others avail. 
able in large supply to agricultural entrepreneurs of a power-farming 


era. 
IV 


As to the capital factor on the farm, the consequences of mechaniza- 
tion must inevitably be to increase the capital required in the form of 
machinery, althoug! is quite possible that this factor may be in part 
offset by a smaller demand for capital outlay for buildings. It seems 
clear also that the pressing demand for adequate capitalization of ma- 
chine equipment may draw funds into that channel at the expense of in- 
vestment in land, thus removing another prop from under the old scheme 
of land values. If relatively large and expensive machinery of the latest 
type gives to labor employed upon land formerly regarded as inferior 
a net economic productivity higher than that derived from traditional 
equipment on the formerly high-priced lands, we shall, I think, find con- 
petition for capital to equip both new and old lands with this sort of 
equipment quite keen. It might even be ventured as an hypothesis that 
farmers who desire to retain their position and protect their prosperity in 
older favored sections will switch from the old-time competition for par- 
ticular farms of desirable qualities, often residential rather than strictly 
agricultural, to a keener demand for the capital necessary for the most 
productive types of equipment. 

The ultimate issues which this suggestion touches upon lie in the 
field of entrepreneurship to which we shall come presently. It may, hov- 
ever, be mentioned in passing that, both because of the larger needs for 
capital which the individual farm proprietor develops under the new 
technique and because of the greater ease of travel, the provision of 
farming capital through credit institutions seems to be drifting toward 
larger banks in good-sized towns or small cities and away from the small 
country bank with little or no professional competence in its manage 
ment.®° In the competition of the future, the farmer whose business is 
so managed as to make him a desirable credit risk will be the one who 
will find it relatively easy to finance the purchase of new means for 
increasing the efficiency of his operations. Already a selective process 
seems to be under way by which, from amongst a group of equal prof- 
ciency in the technical processes of farming, those are pulling ahead who 
show their ability to command capital and administer it wisely, whereas 
those who show themselves inept in their capital operations tend to drop 

*There are numerous instances also of the amalgamation of selected banks into 
systems or chains. For instance, the Northwestern Bancorporation of Minneapolis has 
been organized to serve a rather large territory in four or five states around a banking 


center. Such a development promises both more adequate services and better manage 
ment. 
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behind. The farmer’s réle as financier is fast gaining ground on his réle 
as skillful husbandman. How the question of labor proficiency stands 
under the changed and changing conditions we shall attempt to see 
in the section which follows. 


V 


The economic consequences which mechanization portends for labor 
are of a challenging character. It is a general principle that labor-sav- 
ing machinery displaces labor unless it is employed in the production 
of goods the demand for which is sufficiently j#telastic to permit greatly 
expanded consumption under conditions of declining costs. The de- 
mand for agricultural products is notoriously inelastic, and the flood of 
supplies from other low-cost areas of production is such as practically 
to preclude this compensation for such displacement of labor in agri- 
culture as is brought about by the introduction of modern mechanical 
aids. It is a matter of common knowledge that a sizeable fraction of 
the old farm labor supply has become superfluous and that migration 
from the farms has been considerable during the last decade. 

In this connection, I should like to repeat a comment which I made 
four years ago to the effect that any valid answer to the question of 
how many laborers can or should be spared from agriculture in re- 
sponse to the outward thrust of machine methods (along with other 
changes in the industry) should be answered only in conjunction with 
consideration of the question of women’s and children’s labor on the 
farm and the length of the working day, week, and year for men. If 
labor-saving machines and methods make five eight-hour days the ap- 
propriate working time of industrial labor, the question may well be 
asked whether the farmer should work longer hours in a power farming 
era. If the child of the industrialist is freed from toil to complete a 
wholesome period of bodily growth and a socially desirable training 
both for his vocation and for citizenship, it is equally important that 
the country child should have comparable conditions of life. So also 
for the country woman and for the family as a whole, is it not economi- 
cally as well as socially desirable that they shall have the time as well as 
the means to enjoy the leisure and culture products which our produc- 
tive processes as now organized make available to consumers as a whole? 

As to the labor and wage situation, it seems clear that mechanization 
tends to reduce the total quantity of labor, and it seems probable that 
it will tend to raise the level of labor earnings. If, as seems likely (see 
page 128), the process of mechanization pulls in the direction of larger 
operating units there will be some increase in wage labor and some with- 
drawal of the farm proprietor into the managerial class. The signifi- 
cant phase of such a process is that it would apparently be accompanied 
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by some obliteration of the hitherto rather fixed line of separation be- 
tween agricultural and non-agricultural wage labor. I have already 
called attention to the tendency of farmers to move up to the high- 
ways or closer to the community influence of the country town and of 
the accompanying tendency of industrial workers to escape the con- 
gestion of the city and establish their residence along the radiating 
highways. This mere mingling of residence, however, is not the only 
influence tending to break down the old separation. Three other tend- 
encies appear to be in process: First is the increased ease with which 
certain members of the farm family can in either regular or slack seasons 
find employment in town, or, to state it from the opposite point of view, 
the increased ease with which urban employers can draw a labor supply 
from the country. Second is the greater tendency for farmers with 
mechanical power available to push through seasonal operations such 
as planting and harvest in the minimum time. The effect of this may be 
looked at either as a releasing of part of the one-time farm labor force 
for non-agricultural employment outside of the brief peak labor period 
or as a demand on the part of the farmer for seasonal labor drawn from 
the town at peak periods. Third, the process of mechanization results 
in putting some former farm tasks in the hands of town workers such 
as truckmen who, however, frequently visit the farm so that their con- 
ditions of work, hours of labor, and rate of pay fall under the observa- 
tion of the farm worker. TTruckmen and tractor operators may actually 
be employed by the farmer as part of his labor force during busy sea- 
sons. ‘The operation of such equipment on the farm is so closely akin 
to the operation of ditchers, scrapers, excavating machinery, and simi- 
lar appliances in town as to make this passing back and forth relatively 
easy. The more of this intermingling and migration which takes place 
the more certain are the standards of wages and employment of the city 
to force themselves into the reckoning of the farmer. 

Just how all these influences which are being brought more and more 
to bear upon the agricultural labor force will work themselves out, it 
is much too soon to say. It does, however, seem safe to predict that 
the persistence in the country of pioneer standards of labor and remuner- 
ation—including conditions of living—while non-agricultural labor 
follows a divergent line in establishing something which is vaguely called 
an “American union labor standard” is destined to undergo a change. 
If time permitted I should be disposed to undertake an argument to the 
effect that increasing class consciousness among the labor group in 
agriculture, striving to see to it that they reap as large as possible a 
share of benefit from the mechanization of their industry, would be 
socially salutary. 

Leaving this, however, as an indeterminate issue challenging our 80- 
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cial planning, let us return to the question of the sort of labor demand 
which appears to be developing along with the mechanization of our 
agriculture. It might at first hand appear that technical requirements 
would be very much stepped up with the coming of modern machine 
appliances. This, however, is not the case. So “fool proof” are the 
machines which have been put into the farmer’s hands that they can be 
and are being operated with a high degree of efficiency by the ordinary 
farm personnel, with supplementary servicing of a very adequate char- 
acter available within quick and easy automobile distance of the farm. 
The agricultural economist might well ask his brother, the agricultural 
engineer, to make some quantitative determinations as to how far 
the efficiency of operation and the life of these machines under this 
system of labor organization fall below maximum possible attainments. 
Possibly the answer might show a sufficient margin of attainable im- 
provement so that we could profitably undertake reorganization in this 
direction. However, a high degree of division of labor in an industry 
so constituted as is agriculture seems to lie permanently outside our 
reach. On the other hand, a very good practical degree of division of 
labor has already been attained on the ordinary farm where two or 
three men are employed. One is likely to be a better mechanic than 
the others, who in turn have special proficiencies in the handling of 
livestock, field work, or other major divisions of the farm tasks. Under 
the system of teaching vocational agriculture now found in country high 
schools, the intensive development of extension teaching, with boys’ clubs 
featuring a wide variety of activities, with the county agricultural ad- 
viser always in reach, and the extension specialist not far away, the 
level of labor efficiency seems to be already in reasonably good adjust- 
ment to the technological demands of farming even under modern scien- 
tific and mechanical conditions. 


VI 


When we turn, however, to the question of business management, 
the situation is quite different. I have no intention of getting mired in 
controversial definitions of labor and entrepreneurship. Much that re- 
lates to the business management of the farm is wage labor elsewhere 
carried on by the white-collar trades. However, all this work on the 
farms falls into the hands of the farm proprietor, and we may therefore 
quite conveniently pass at this point to a discussion of the economic con- 
sequences of present agricultural developments in terms of the inde- 
pendent farmer—business manager and entrepreneur. It has been 
freely asserted that the new agricultural situation demands a new eco- 
uomic organization following the corporate patterns so generally 
adopted in other callings. The rosy pictures of quick salvation painted 
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by the superficial students of the situation are no more convincing than 
the stubborn assertion by some of the ultra-conservatives that no basic 
change of organization is either possible or called for. 

The managerial problem of agriculture is probably the most acute 
one which has arisen as a result of the mechanization movement. The 
great economic significance of the coming of power farming is that it 
permits of the reduction of production costs in a way roughly com- 
parable to what has been going on in the industrial field. I say “per. 
mits” advisedly since these possibilities can be taken advantage of only 
by the development of a suitable business organization within the in 
dustry. I have already pointed out that a striking feature of this 
power revolution is that its units are small enough to be adapted to 
a decentralized system of comparatively small-scale operation. This, 
however, by no means implies that we can simply put power machinery 
into our farm organization as it had developed in the horse age. To 
attempt this would be, in many cases at least, to push costs up rather 
than down. Even the 15-30 horse power tractor, to be efficiently utilized, 
requires a comparatively large and expensive quota of implements and, 
if the per hour machine cost is to be brought down to a proper point, 
this equipment must be utilized on an acreage considerably larger than 
the 160-acre general farm or the section of 640 acres in the Wheat 
Belt. 

This raises a challenge and creates an opportunity in terms of the 
managerial function. Horse-power agriculture produced a small-scale 
type of farming which gave us 6.5 million business enterprises in an 
industry which employed only 10 million workers. In other words, two 
out of every three persons directly engaged in the industry were er- 
trusted with the responsibility for executive decisions. Would anyone 
suppose that the level of management could even approximate to modern 
standards under a condition such as that? The degree of mechanization 
which appears to be already definitely in process of attainment creates 
the first opportunity for segregating the managerial function at all 
widely throughout the farming industry. If power farming really per- 
mits of distinctive economies, the farmer who is without mechanical 
power is destined to lose out in the struggle of competition. Meanwhile, 
the farmer who finds a way of financing a sufficient machine equipment 
and of commanding a sufficient acreage to bring costs down to an éff- 
ciency figure moves forward. It is hardly our purpose here to go into 
the question of how far this process will be carried. I concur in the 
general judgment of students of farm management that agriculture does 
not lend itself at all readily to such aggregation of large units as would 
tempt corporate enterprise into this field. On the other hand, there is 
much to indicate that, even with the decentralized character of agri- 
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cultural processes and the development of comparatively small power 
units adapted to farming, farms from four to possibly ten times the 
size of the family operating units to which we have been accustomed 
vould make the best fit with the requirements of the new technique. 
Even if on grounds of conservatism we take the lower figure the intro- 
duction of such a change in organization would permit a selective proc- 
ess which would result in culling out the three-quarters of our farmers 
sho show themselves to be the poorest business managers. There is 
ample evidence that this process is even now in greater or less degree 
under way; if carried through with a degree of thoroughness anywhere 
between the 4-1 and the 10-1 ratios suggested above, it must be obvious 
that the level of entrepreneurship in this industry is destined to be 
raised to a quite significant degree.° 


VII 


On many hands one finds the mechanization of agriculture viewed with 
deep concern and the gloomiest views entertained as to the future of the 
countryside. Many of the issues raised concern imponderable matters, 
points of view, mere questions of personal taste. It is clearly impos- 
sible to make an argument on these points which is conclusive even to 
oneself—much less to those who hold the opposite view. It may not, 
however, be out of place to set forth briefly a few of the issues as they 
are now defined in current thought. 

Many people are deeply concerned at the shrinking of our rural 
population, basing their argument sometimes on a supposed physical 
decay, sometimes on moral deterioration, and sometimes on the hazard 
of political instability which is supposed to result from greater urbaniza- 
tion. We cannot debate here the highly debatable question as to whether 
any one of these results follows of necessity or is an actual result even 
under present social institutions. What does seem clear, however, is 
that the significant movement of population now under way promises 
to ruralize or at least suburbanize considerable numbers of people who 
have been suffering from city congestion and at the same time to bring 
the advantages of town residence to a considerable number of rural 
dwellers who have suffered acutely from the lack of these advantages 
in the past. It is a commonplace that the intensive slum of the city 
has its counterpart in extensive quasi-slum conditions in the country. 
The physical, moral, and political evils of isolation are probably not 
less than the corresponding evils of congestion. 

Personally, I feel that such migratory movement as is under way 


*See M. L. Wilson, Research Studies in the Economics of Large Scale Farming in 
Montana, D. H. Doane, Farm Organization for Modern Machinery, and E. G. Nourse, 
Economie Issues of Large Scale Farming,” Agricultural Engineering, January, 1929. 
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holds in it distinct possibilities of betterment rather than any great 
threat of loss. There is no clear evidence that under even the present 
development of our socio-economic institutions it is necessary to insulaty 
any particular proportion of the people with more fresh air and lone 
someness than accompany the ordinary conditions of town or 

life. Furthermore, I think we must all count it to the credit of mechan}. 
zation that labor-saving devices on the farm free a larger proportion of 
our population or a larger fraction of our time from primary produc. 
tion of food and textile products. Only so can we have larger resource 
to apply to the elaboration of finished products, the development of 
culture occupations, and the enjoyment of “constructive leisure.” 
Clearly, those who follow the cult of the “simple life” will somewhat 
discount this scheme of values. 

A second major attack made upon those who seek to forward rather 
than to restrain the process of mechanization of agriculture comes from 
those who fear that in the process the farmer as worker will be 80 in- 
dustrialized as to suffer the evils, real or imaginary, permanent or 
transitional, which have been charged to the account of mechanization 
in industry. Other speakers have discussed this issue as it affects the 
non-agricultural working class. Since they have brought to us an 
optimistic report even for large-scale industry as carried on in the 
factory this charge against agricultural mechanization falls of its own 
weight. But even were it proved that industrial mechanization has been 
socially deleterious, it would by no means follow that the same result 
would flow from such mechanization as is taking place or is anywhere 
in prospect in agriculture. The impossibility of factoryizing agricul 
ture and the absence of monotonous routine operations in the agr- 
cultural process automatically takes off much of the possible curse. 
The real indictment to be brought by those who “view with alarm” is 
that even the modest degree of operative consolidation suggested in our 
4-1 ratio would remove 75 per cent of our “independent” farmers and 
make them wage workers with all the social sacrifice which that is sup- 
posed to imply. 

As an utterly barefaced piece of amateur psychology, I would sug- 
gest an alternative appraisal of this change in status from proprietor to 
wage worker, if it does in fact take place. Let us say that at least 75 
per cent of our agricultural workers have been fighting a losing battle 
against the increasing complexity which has come into their calling. 
Less and less capable to master the technological needs of modern scier- 
tific agriculture, they have found themselves increasingly enmeshed in 
an economic system which in terms of meeting market requirements, 
solving financial problems, and adjusting productive operations was 
complex on the eve of the World War and has been quite baffling ever 


si 
to 
th 
| un 
ca 
in 
gr 
les 
of 
sh 
a 
0 
0 
fo 
0 
ge 
fi 
a 
t 
e 
if 
t 
a 
t 


from 
in- 
it or 
ation 
s the 
an 
1 the 
own 
been 
esult 
vhere 
ricul- 
agri- 
n” js 
our 
and 


sup- 


sug: 
or to 
st 75 
vattle 
lling. 
cien- 
ed in 
ents, 

was 

ever 


The Mechanization of Agriculture 131 


since. Mere handicraftsmen (including those whose education is meager 
to the point of illiteracy) have been struggling with the problems of 
the specialized technician and the business executive. So long and so 
unsuccessfully has the contest now run that the “independent” farmer 
would perhaps be ready to admit himself licked were it not that his so- 
called friends had encouraged him to believe that his problems could be 
solved by political patent medicine while his old habits of thought and 
patterns of economic organization remained comfortably unchanged. 

Until it is proved that commercial and professional specialization 
in other callings is definitely damning and that the social discipline of 
group life in large business undertakings is less valuable than the al- 
leged independence of the farmer, this basis for fear of the mild process 
of agricultural mechanization seems to me unconvincing. In fact, I 
should be disposed to carry the war into the enemy’s country and make 
an argument for the positive benefits of such a change in the traditional 
organization of our agriculture. 

The best answer that human thought has yet given to the problem 
of continuous and dependable economic prosperity runs in terms of 
comprehensive group action directed by a variety of specialists chosen 
for their individual fitness, training, and experience. The word 
“rationalization” is coming into increasing vogue as a term descriptive 
of this type of economic regimentation. I assume that it would be 
generally agreed that no effective program of rationalization could be 
carried on in any economic field which was not in a high state of or- 
ganization or which lacked leadership at the top or discipline in the 
mass. 

Agriculture as carried on by six and one-half million independent 
farmers has been conspicuously lacking in these regards. It would 
appear, however, that a quite extensive and determined attack upon 
this condition has now been launched. A Federal Farm Board has been 
created under an act which enunciates a new national policy with refer- 
ence to agriculture—a policy of economic rationalization identical in 
its broad outlines with the economic rationalization which we have been 
seeking to achieve in other lines. Possibly the most significant thing in 
the total situation within which this new departure in national policy 
and governmental leadership is being tried is that it comes at a time 
when the incipient mechanization of the industry predisposes toward 
a somewhat more centralized type of organization in agriculture. 

The Farm Board has a mandate to accomplish its task of rationali- 
zation in agriculture through the agency of the agricultural co-opera- 
tives. After long and rather intimate study of the co-operative move- 
ment, I am convinced that the co-operative form, as we know it, is not 
a workable device for the achievement of the stated purpose. I do 
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not believe that a really adequate program of agricultural rationaliza- 
tion (including adjusted production as well as orderly marketing)” 
can be worked out and put into effect through the voluntary efforts of 
our six and one-half million “independent” farmers even though they 
be given the leadership of nine supermen in a Farm Board. To be sure, 
a few co-operatives which stand in a class by themselves have already 


attained a degree of success comparable with the best achievements in 


industrial lines. But these are in comparatively small branches of 
specialized agriculture where economic organization was already on a 
high level. Before anything like the same result could be achieved in 
the great staple lines of production, where the demand for stabilization 
is most acute, there would have to be a fair degree of concentration of 
executive responsibility in their operating organization. The fact that 
the process of mechanization points definitely toward gradual but con- 
siderable progress toward such focussing of the managerial function 
seems to give to the present agricultural situation one of its most promis- 
ing features and to the process of mechanization itself one of its greatest 
values. 


* The act to establish a Federal Farm Board opens with this declaration of policy: 
It is hereby declared to be the policy of the Congress to promote the effective mer- 
chandising of agricultural commodities in interstate and foreign commerce so that 
the industry of agriculture will be placed on a basis of economic equality with other 
industries, and to that end to protect, control, and stabilize the currents of interstate 


and foreign commerce in the marketing of agricultural commodities and their food 
products .... by aiding in preventing and controlling surpluses in any agricultural 
commodity, through orderly production and distribution, so as to maintain advan- 
tageous domestic markets and prevent such surpluses from causing undue and exces- 
sive fluctuations or depressions in prices for the commodity. 
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SOME ECONOMIC AND SOCIAL ACCOMPANIMENTS OF THE 
MECHANIZATION OF INDUSTRY 


By Henry S. Dennison 


Dennison Manufacturing Company 


What are we coming to? Is the mechanization of industry and the 
stricter regimentation of all the occupations of the business world to 
continue? And if it does, what will it mean to us as citizens and as 
workers? How will it affect the goods we use and the organized struc- 
ture of business itself? 

In preparing my answers to these questions I found in myself a grow- 
ing protest that you as economists had so rarely attempted such prophe- 
cies. I can find enough passionate affirmations from men of other cloths, 
but from the economists far too few of such careful and tentative prog- 
noses as those of Sombart, which are the life of science and the test of 
its theorems. The necessity of prediction is an incitement to research and 
. safeguard against the spinning of theory. 

My answers must be lacking in the depth which a riper knowledge of 
your science could give them. I hope they may irritate you into ex- 
pert response. 

Since we are to be concerned chiefly with effects I want to include 
in the idea of mechanization of industry several processes which cannot 
come actually under its definition, but are closely related and lead in 
the same direction. I mean first that more detailed ordering of the 
relationships and behavior of men engaged in production which we usu- 
ally call Scientific Management; then, also, the parallel ordering and 
mechanization of clerical work; and finally that regimentation of the 
selling process, still embryonic but very much alive, which the high 
costs of selling have already brought about for the retailers in the form 
of chain store methods, and are still laboring to bring about in some 
form or other for wholesalers and manufacturers. 

This regimentation and mechanization of the whole working life, elab- 
orate as it is, cannot after all be regarded as something new under the 
sun. It is today’s form and manifestation of the growth which has been 
going on quite visibly for two hundred years, whose seeds sprouted dur- 
ing the Renaissance. 

It is quite probable that if the per capita productivity curve could 
be drawn back over the last two centuries it would show several periods 
of quiet consolidation alternating with periods of extreme activity, and 
it would also show wide irregularities as between places, times, and in- 
dustries; yet its trend line must have been steadily upward. ‘Today, 
likewise, the course of mechanization is irregular as among different 
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industries ; in some of them wide future possibilities are obvious, in others 
doubtful. But so it has been in the past and he who will now predict 
that the trend of the whole will change assumes the burden of proving 
that vital underlying causes have changed radically. For my part I 
can get no hint of such deep changes and must believe that mechaniza- 
tion will continue, and at a somewhat similar rate; slightly higher per- 
haps than the 1900-1920 average, but probably not up to the 1922-97 
spurt. 

Consequences of Mechanization Depend upon its Rate. I must not, 
however, pass lightly over this question of the rate. Our problem is a 
problem in dynamics, and as in all such, different rates of flow may have 
results different not in quantity only but im quality as well. A social 
change in itself beneficient may come along at such a rate as to do more 
harm than good. 

Yet it is the rate upon which there is precisely the least help to be 
found for the prognosticians. My guess, just given, takes 1922 to 1927 
as maximum because that period contained forces arising out of the war 
and the boom which must be considered as now of diminishing influence; 
and particularly because in that period there ran a rising stock market, 
which induced mechanizations and other re-organizations at a rate well 
above normal. It accepts as a minimum the rate of the first two decades 
in this century because I can see no change in underlying conditions 
which would work toward a reduction; and I must reckon as an ac- 
celerating influence the fact that we have begun to learn from the physi- 
cal sciences how to go about any given project of technical invention. 
If in facing the social problems of progressing business I could feel cer- 
tain that we should learn from the social sciences a similar art of in- 
vention, I could end my paper right here on the tonic major chord of 
optimism. 

Alternatives of the Future. I look ahead, then, along a road which 
climbs at varying grades averaging perhaps 8 or 4 per cent. And I 
see at the very beginning a main fork. Along which branch mankind is 
to travel will be determined by a conglomeration of impulsions, only 
part of which can be called economic. Yet the economic future is, I 
think, wholly dependent upon the choice. For the one road is the road 
of an increasing conscious control of population gains; the other is 
the road of natural geometric increase. The one gives the mechanization 
of economic production and distribution a chance to work out to the 
total if not the general material advantage of mankind; the other is 
most likely to find all gains absorbed by increased numbers of men whe 
are on the average little if any better off than their fathers. The latter 
at its luckiest runs off on the level; at its likeliest it crowds into the road 
to war. 
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For the highroad itself forks next toward war on the left hand and 
toward peace on the right. And the road of mechanized warfare is, in 
fact, no road at all, but a sheer fall off the cliffs. If that is to be our 
fate, then, I must here end all prediction. For it must mean destruc- 
tion, or so great an alteration of the organization of men as to lie 
beyond any powers of imagination. Here, therefore, I will not predict 
at all, but will proceed upon the supposition and hope that we shall not 
miss the road to peace. I must, however, in all conscience record the 
real possibility of mechanized war, and must myself live constantly in 
the knowledge that only through stubborn, purposeful, and strenuous 
fort will we escape it. 

With somewhat better reason I can suppose that we shall choose the 
path which limits population growth. For the trend of birth rates, not 
only here but in a fair variety of other nations, may be called propitious. 
Kuczynski’s recent study, in fact, invites consideration of new problems 
which may arise if certain populations actually diminish. But these 
I must believe can be faced with equanimity; for increases in per capita 
wealth ought to carry with them chances for gaining a strength in 
national and international protective organization, which cannot be 
overwhelmed by mere numbers. If they do not, then indeed will the 
long series of victories of mind over matter come to an end. 

There remains one more fork at which we shall pause before being 
fairly launched. The right branch here is marked by a firm public 
belief in the necessity of wide distribution of the community’s wealth, 
by the rooted tradition of the high wage doctrine; the other by laissez 
faire and its corollaries exalting poverty as a necessary economic driv- 
ing force. There is no need of gifts of prophecy to see the vista down 
the latter branch; some knowledge of history is enough. More than 
once have the rich become richer and the poor, poorer, but never to a 
happy ending. The new possibilities, of which history can give us only 
scanty hints, lie on the other branch along which it is the crowd which 
has spare money to spend and some spare time to spend it in. 

Which of these branches will we take? That is still a proper doubt, 
though gaining surety daily. On the one hand we remember that only 
eight years ago, within the committees of the Unemployment Conference 
an overwhelming weight of employer opinion demanded the “liquidation 
of labor,” and that few really influential business men raised their voices 
to the other tune before 1924. Not so quickly as this do habits of the 
social mind become dependable. And we must reckon, too, on what 
likelihood there is of Europe’s taking the low wage road. For if she 
does, she may within the next few crucial years make some of those 
temporary demonstrations always possible on a low wage basis, and 
frighten the more timid of our business leaders out of their senses. 
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On the other hand, there is a great deal to make it probable that 
current opinion will hold to and stiffen its present convictions, Busj- 
ness has tasted the profits of sales to the masses and will not eagerly 
go back to a dependence upon the exclusive and extravagant few. It 
has already gone so far as to frown gently upon some of the cruder 
cases of wage cutting. It has seen a pace set by the worker both in 
spending and in producing which will be impossible to maintain at 4 
bare subsistence level. 

The Crucial Influence of Social Opinion. Nearly everything will 
finally depend upon the leaders of social opinion; upon the members of 
this Association as teachers, as preachers, and as practical advisors; 
upon your confreres in the social sciences and those who teach through 
the daily, weekly, and monthly press. And much indeed upon the Chief 
Executive, and upon those whose nearness to him give their voices great 
power. In these places we have today men upon whom we can place 
greater dependence than ever before. They are the fairest guarantee 
that we shall travel on the higher road. 


After all it may easily turn out that the fruits of mechanization may 
be bitter or sweet as you here or those who follow you may determine. 
The practical power which theory may wield is nowhere set forth with 
more force than by the Webbs in their chapter in Whither Mankind. 


Now this state of physical and mental degradation among the wage-earners 
in the Machine Industry, and of widespread destitution and misery among 
“the common people,’ was not the “Act of God.” It was not the result of 
famine, pestilence, or flood, or of any failure of nature to reward honest toil. 
On the contrary it occurred in a country that was year by year extending 
its dominion beyond the range of the world’s greatest empires, without a 
rival in foreign markets, at a time when those in command of the Jand and 
the machines, and of the commercial and financial organization through which 
they were administered, grew rich beyond the dreams of avarice. Nor was 
it due to any lack of physical science, or to any backwardness in the in- 
ventiveness that harnessed the newly discovered forces to industrial pro- 
duction as fast as the capitalists could erect their mills, launch their ships, 
and construct their canals and railways. The hideous effects of the Capital- 
ism of the first half of the nineteenth century in Great Britain were due, in 
the last analysis, to a state of mind; to the opinions generally held by the 
educated and enlightened governing class, and to the social organization, or 
lack of organization, which was the outcome of that state of mind. The 
destitution of the manual workers, and their consequent compulsion to be- 
come the docile slaves of the new machines, were, so Malthus taught in 
his “Law of Population,’ part of the necessary order of nature—the in- 
evitable result of the pressure of population on the means of subsistence, 
which no effort of government or philanthropy could alter. It was inevitable, 
so the Political Economists declared in the Theory of the Wage Fund, that 
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wages should oscillate closely around their “natural” rate, which could be no 
more than sufficed for the day to day subsistence of the manual worker's 
family. ‘To the energetic capitalist employers, as to the comfortable class 
generally, this “natural law” seemed, not merely inevitable, but also actually 
advantageous and beneficial to the community, for was it not the necessary 
basis of all riches, all refinement, all learning, and civilization itself? . . . . 

“Without a large proportion of poverty,” declared Dr. Patrick Colquo- 
houn, “there could be no riches, since riches are the offspring of labour, while 
labour can exist only in a state of poverty Poverty is therefore a 
most necessary and indispensable ingredient of society, without which na- 
tions and communities could not exist in a state of civilization. It is the 
lot of man. It is the source of wealth, since without poverty there could 
he no labour; there would be no riches, no refinement or comfort, and no 
benefit to those who may be possessed of wealth, inasmuch as without a 
large proportion of poverty surplus labour could never be rendered produc- 
tive in producing either the conveniences or luxuries of life.”’ 


The Standardization of Goods. But what will happen to the goods 
the masses of men can buy with such free margin as they have? Are 
we to see the promise of a fuller life held out to us only to find it grow 
stale at once because only cheap and tawdry standardized goods are to 
be had in exchange for our new dollars? 

The allegations that our lives are becoming increasingly standardized 
are very common, but very vague. They usually take for granted that 
every piece of goods we use which is like that used by many of our neigh- 
hors reduces the worth of life. This assumption is open to question 
and would have to be argued if standardization were reducing the total 
variety content in the goods with which we come into contact daily. 
Even so it would, I think, be hard to make out a serious case for it. 
But the total variety in our domestic inventories is, as a matter of fact, 
made larger by mechanization. While many of the individual pieces are 
like those our neighbors have, our full assortment is probably not dupli- 
cated in the whole range of our acquaintance. There is standardization 
of parts with variety in our final assemblies. 

There is difference, also, in the way we find self-expression through 
our use of standard goods. My Chevrolet may have a twin next door; 
but my freedom to use it differently is pretty wide. And, to tell the 
truth, exact duplicates among the goods we dispiay to our neighbors 
are not so common as we tend to think. Standardized manufacture most 
often stops short of the finishing room. The little rabbits which finally 
turn into men’s felt hats may be fully standardized, but every time I 
have been in a group of a dozen or more men during the past four months 
I have noted the final outcomes and only three times have I seen two 
alike in the same group. Paul Mazur makes the statement that in funda- 
mentals, and to the practiced eye, the most standardized of all lines is 
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the moment’s ruling style in women’s clothes. It is merely in the supe 
ficial touches, and because of the short life of each model, that vari 
appears—and almost 100 per cent variety at that. 

It is easy to be impressed with the standardization of meats and, 
canned goods, and to forget the total variety in today’s diet relative t 
that of the past. In Recent Economic Changes, Dr. Wolman says: 


By contrast with American diets of earlier periods and the diets of m 
other countries today, the present dietary in the United States is remar 
diversified. Staples play a smaller part, and even they are available in mop 
varied forms. A larger variety of foods is used, and increasing quantitie 
of former rarities. Especially notable has been the increased use of ; 
great range of fresh fruits and vegetables. The consumption of salads, whic 
introduce a large element of variety, has undergone a marked ; 
Foods formerly limited to the well-to-do have come more and more withis 
the reach of the masses. 


This last sentence of Wolman’s has special significance. Some of th 
protests against standardization are rationalizations of the inner pro 
tests of the well-to-do at being robbed of emblems of distinction. 

To whatever extent mass production has given us cheap and tasteles 
goods, harm may result, though even then it may be overbalanced by 
good. When the alternative was a black and stilted Ford or no car, 
millions bought the Fords. Who except a snob and an aesthete wil 
say the net results were bad? After all, the extremest standardization 
of life itself are found at the level of bare existence. 

Various Tendencies Work toward Variety. Powerful tendencies in 
mass production, however, actually work toward making sound good 
and easily salable goods. Interruptions of serial manufacture are too 
costly to admit irregular quality in raw materials or parts, and mass 
selling quickly becomes riotously expensive without the help of a tru 
appeal to need or taste or both. 

When the masses have a few free dollars they soon make it obvious 
that their taste is for both conformity and variety. Ninety-five per 
cent of a crowd want to be distinguishable but not noticeable. Women's 
clothing is, of course, most typical ; it must be alike in style and different 
in detail. That there is a saturation point for completely standardized 
goods below which price reductions lose effectiveness is perfectly wel 
known to mass producers. Watch them jazz things up as they approach 
that point! 

Few experts on market conditions are worrying today about undue 
standardization; their worries are more often the other way. Dr. Cope 
land in his chapter in Recent Economic Changes says: 

There is some evidence of a reaction against widespread standardization 
of products, at least in the case of display merchandise. This tendency te 
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ward greater variety may be regretted, but it is a fact that cannot be dis- 
regarded by alert business executives. 


It is by no means necessary to assume that even the extremes of 
mechanization will kill off man’s deep-rooted love of beauty, his yearn- 
ing for something beyond him, or the readiness of his response to human 
companionship. It will certainly alter the methods of their satisfac- 
tions and expressions, but may as likely intensify as abate the tenden- 
cies themselves. Man’s nature has stood a good bit of banging about, 
and while it may be hard to prove that he is better than he was a thou- 
sand years ago, it is harder still to prove that he is worse. The whole 
progressive regimentation of our lives gives us at any rate plenty of 
reason to learn how to live successfully in closely organized groups— 
a form of living usually supposed to be capable of leading to higher 
things than can isolation. 

New things are not often standardized in their first years, nor does 
the production of them soon reach any intensive stage of mechanization. 
The question of overstandardization of life, then, partly hinges (as I 
think the question of technological unemployment does even more com- 
pletely) upon the degree to which product invention keeps pace with 
process invention. Strong evidence today points to the existence of a 
deep-seated consumer demand for a degree of diversity, which, if it is 
kept effective by a sufficiently wide distribution of wealth and leisure, 
will guarantee us against serious evil effects of standardization. 

Mechanization’s Effect upon Workers. When we turn our eyes from 
the goods of a mechanized world to the men and women who produce 
and distribute them, the problems are more serious and the outcome 
more dubious. Technological unemployment, the lessened demand for 
the older skills and the older workers, and the effects of severe regimen- 
tation upon men, and of overorganization of their working lives; these 
set forth practical problems of first importance. Obviously they can- 
not be adequately discussed in this paper; it may well be considered 
presumptuous even to hold opinions upon them unless one has lived 
with them many months and years. 

For my own part I feel certain that it is possible, in spite of the dan- 
gers and difficulties, to make steady and significant progress in these 
fields. But I feel still more firmly convinced that no such progress will 
be made without appreciation, determination, and organization. The 
underlying nature of things—the invisible hand—will no more lead us 
to adequate solutions than it will build dynamos, radios, or locomotives. 
Only applied social science can do it. 

Unemployment. Unemployment due to mechanization has a peculiarly 
troublesome feature in that it picks unfairly upon those of upper middle 
age. Mechanization, like any other change in process, reduces the 
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value of those who have had a life of training in the old methods and 
enhances the value of the young and unskilled who have nothing to un- 
learn. The troubles of the older worker have lately been giving us 
so much concern that progressive employers are being stirred to prevent 
by proper planning some of those unnecessary cases which would re- 
sult from crudely letting “nature take its course.” 

As reported by the American Management Association, for example, 
a company effecting a change in the process of manufacture involving 
the elimination of a certain department, sent a notification to its em- 
ployees, sections of which follow: 


1. We do not expect to be able to find jobs for employees who have been 
with the company for less than one year. 
Jobs will be found for as many employees as possible either within the 
plant or in other plants of the corporation. 
Employees who are not placed will be given half pay for as many months 
as they have years of service for not more than six months and with a 
minimum of $50 per month. 
Continuous service with full insurance will be carried for the period men- 
tioned in paragraph 3, for all men who are not placed in our plants. 
If requested, the company will be glad to assist in placing men with other 
companies if positions cannot be found in our plants. 


During the last two or three decades the increase in longevity has 


added to the problems of old age unemployment. This increase in the 
life span has been won chiefly by measures which have improved health 
during the whole working life, and can, therefore, be properly supposed 
to have substituted a lesser ill for a greater one and, so, to have given 
value to society more than enough to pay its costs. Like a pension plan, 
or group insurance, longevity has value at a price. The social engineer 
may approve the measure if the balance for a whole society is on the right 
side of the ledger, but he must be concerned to beat the price down to a 
minimum, for nature left to herself is an extravagant wench. Moreover, 
and especially, is the social engineer concerned to discover the best meth- 
ods of levying the payment, since nature most often asks the price of one 
man and confers the benefit upon another. There is here a big chance for 
social invention. 

But if unemployment of the old has one set of special evils, unemploy- 
ment of the young has another set, and, as England’s experience indi- 
cates, a no less messy one. The outstanding evils of unemployment are 
independent of its age composition. It is unemployment itself that we 
shall have to bring under control, not merely unemployment of a single 
age group. 

I do not know that any careful studies have been made of unemploy- 
ment before the Industrial Revolution. If we count in the wander jahre 
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of the journeymen, the eternal ups and downs of the agricultural la- 
borers’ life, and the inevitable fluctuations of orders for the craftsmen, 
we cannot be sure that the actual unemployment of the machine age 
is greater in extent than in those preceding it. But we do not have 
to go far to be sure that any comparable degree of unemployment in 
, machine age is for many reasons psychologically and socially more 
serious. ‘The more mechanized we become, the more important it is that 
we reduce to controllable proportions the evils of unemployment—even 
while mechanization is itself making such reduction more difficult. 

For each of the three kinds of unemployment—seasonal, cyclical, and 
persistent—mechanization must take some share of the responsibility, 
though it is a particularly narrowed-minded and mechanical sort of 
mechanization which increases seasonal unemployment. The influences 
making for cyclical irregularities of employment are, of course, more 
powerful in a mechanized civilization, but they are by no means in- 
superable influences and can properly be expected to yield to normal 
improvements in the technique of social control. 

But for persistent unemployment—-that reservoir of labor which, 
flush or almost dry, seems to have been part of the economic system for 
I don’t know how many years—for that, mechanization must assume a 
chief responsibility. Any sort of change may contribute to this reser- 
voir, change in style or demand, migrations, change in management, 
mergers, all add to it by throwing somebody out of a job and sending 
him on the hunt for another. But a very direct responsibility can be 
pinned upon mechanization because each step of it is a consciously 
planned process undertaken for personal gain, the harmful part of whose 
consequences are predictable. 

It is probable that society will attempt in several ways to keep these 
consequences down to assimilable proportions—government through re- 
lief of one sort or another and through employment exchanges of some 
positive form yet to be invented; unions through a refreshed opposition 
to rapid and irresponsible displacement; and the more scientific manage- 
ments by ingenuity in replacing the displaced and by dismissal] allow- 
ances. If moreover, we hold to a reasonably broad distribution of wealth, 
every dollar in excess of bare subsistence needs which goes to the worker 
increases his chances for a cushion of savings and of family help. 

But many claims are made today that the persistent unemployment 
due to mechanization—technological unemployment—will increase so 
fast as to be beyond all such mild measures. This is of course possible, 
but to my way of thinking, not probable. Technological unemployment 
we have had with us certainly since the middle of the eighteenth century. 
It has increased with those spurts of technical improvements which form 
the risers of the steps of progress and has decreased at the treads, or 
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plateaus, of consolidation. It has decreased whenever invention of pry 
uct and the opening of markets or new lands has outpaced invent; 
of process. 

One hundred years ago the preamble of the Mechanics Union , 
Trade Associations of Philadelphia, described that period as one “wh. 
wealth is so easily and abundantly created that the markets of the wor 
are overflowing with it, and when, in consequence thereof, and of th 
continual development and increase of Scientific Power, the demand fy, 
human labor is gradually and inevitably diminishing.” They used th 
word “inevitably” without a tone of doubt. 

Under normal conditions, unemployment will tend to increase wha 
the rate of invention of process increases more than the rate of 
vention of product. There is every indication today that the rate ¢ 
process change is settling down from its 1922-27 spurt and that th 
spur to product invention is growing ever keener. The recent reports o 
six hundred executives to the National Research Council indicated that 
their laboratories were working about 30 per cent on process and 1) 
per cent on improving and developing products and their fields of appi:- 
cation. If, then, we accept Dr. Wolman’s last estimates of the extent 
of unemployment, the whole problem will appear, I think, as one of not 
too great a size to allow of the removal of its most bitter edges by mit:- 
gating measures. 

Reason and experience combine to make me feel sure that we can keep 
unemployment down as a rule to bearable dimensions. And I am almost 
as sure that eventually we shall do so. For it is clearly a social risk of 
the first order and a most serious social and economic waste. Lately 
these truths have been hammered home by men of great influence; ani 
by repetition are being forged into our social traditions. When it is 
so clearly worth while to conquer unemployment that a moderate amount 
of inventive engineering thought is turned towards that conquest, it wil 
be won. A fighting optimism I believe is warranted because social fears, 
economic desires, and a new professional pride all promise to work to- 
gether for progress ; but the kind of optimism which induces complaisant 
inactivity will betray its own hopes. 

Skill. That continuing mechanization will entirely displace skill in 
workmanship is a fear very commonly expressed. It is obvious that 
mechanization in common with other process changes replaces skill, bu! 
the argument that it displaces skill is to me unconvincing. When a new 
process is introduced it uses “unskilled labor,” of course, because there 
is no labor skilled in its methods. We hear much about the ease with 
which men can be trained to it, but the only standard of skill they have to 
go by is low. None of the subtleties of touch, of eye and ear which 
come with familiarity can be even suspected; only after the new process 
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has been going on for some years do their possibilities show up. Yet 
on every job of machine tending I know anything about, they do sooner 
or later appear, so that the older hand at the job five times in six can 
make a decided showing both in quantity and quality over the green one. 

There are assembly lines in which the skill of the fifth week is the skill 
of the fifth year. But thirty years ago there were pick and shovel men and 
tampers who made no progress after their muscles got hardened and their 
hands calloused. I know, however, of one assembly line at least which 
has gained a knack and a rhythm which gives it marked team skill. As 
we settle down into the newer processes there will be more of the like. 
Considering the capital value of many new machines, and the intricacy 
and delicacy of many of the new processes, I can see no reason to be- 
lieve that the assortment of skilled and unskilled jobs within the factory 
will be materially different from what it has been in those periods in the 
past when rates of change have been similar to those of today. Count- 
ing both within the factory and without, it is more than probable that 
mechanization is bringing more skills than it is taking away. I am, 
of course, referring here to true skill in which special knowledge and spe- 
cial knack co-ordinate; there has been much called skill in the factory 
which was little more than exclusive knowledge of methods which should 
have been made the subject of written record. 

But can there be any satisfactions in the jobs a machine age offers 
which can compare with those of the craftsmen? Can a man take any 
pleasure in making part of a thing? These are questions of twenty years 
ago just as much as of twenty years hence, questions I have lived rather 
closely with. Barring the creative artist, who doesn’t often get among 
the wheels of the modern business structure, and who probably did not 
often join the guilds, I cannot for the life of me get any sense of a 
desire among men to make something for the sake of making some- 
thing. It seems to me that we make or do a thing more commonly for ap- 
probation or repute—for the standing it gives us with our fellows—for 
the sense of personal significance it gives to ourselves. The same 
type of satisfaction is today possible to Jackson who is known as one 
of the best lasters in the shop as it once was to Hardcastle who made 
the pair of shoes which neighbor Meriweather wore about and spoke well 
of. 

To be sure employers generally have done a rotten job in this field, 
and have balked and retroverted the spirit of emulation so that the only 
repute of a good workman may be that of a pace-setter, a speeder. But in 
the whole field of managing their workers, most employers up to a dozen 
years ago have been notoriously unscientific, not to say unspeakably 
childish. Many influences today are forcing them toward a better un- 
derstanding of the natures and needs of men. Several experiments have 
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given us good reason to suppose that there are in team-craftsmanshj . 
for example, possibilities for satisfactions fully equal to those of the long 
lost past. 

But is skill so certainly lost? The making of new equipment calls for 
a considerable amount of skilled labor, the demand for which, there- 
fore, tends by this much to increase as the rate of change in process in- 
creases. It was said a few months ago that Ford was still short of 
skilled die makers. Mass production, moreover, calls for a lot of pre 
planning and results in an increase in white collar jobs. In their chapter 
in Whither Mankind the Webbs say: 


From building of the Pyramids down to the present day, the proportion 
of the world’s work of the nature of mere physical digging, pushing, carry- 
ing, lifting, and hammering, by the exertion of muscular force, has almost 
continuously diminished. From the cutting of the canal] at Corinth to the 
cutting of that at Panama, the share of the thinker, the architect, the de- 
signer, the draftsman, the engineer, the toolmaker, the accountant, and the 
clerk, in every productive enterprise has become steadily larger; and the pro- 
portion of workers so engaged has grown accordingly. 

We have also the right here to count upon the degree to which con- 
sumers will demand diversification to salt their total stew. Dr. McFall, 
in a paper not yet published, sees signs of persistence in the demand 
for a certain amount of handiwork because it is handiwork. In housing 
ourselves to our satisfaction, and in equipping our houses, I see an 
almost unlimited chance for demand for new things, for more things, and 
for unique things. 


Finally, it would seem that for personal service activities there has 
always been a demand limited only by available wealth. The stream of 
men released by process invention and not re-employed by product in- 
vention, flows slowly but apparently steadily over into the broad fields 
of personal service. Dr. Barnett calls my attention to the special fea- 
ture of this field that consumers’ desires are for just the sort of qualities 
and conveniences which almost always mean more people doing the work. 
This is most obvious in the upper areas where, as in medicine and teach- 
ing, we could do with five times the present staffs if wealth were so dis- 
tributed that our real demands could be made effective. But it is true, 
also, in other areas, like retail store service, taxi service, and most ser- 
vices of communication, that there is not an inconsiderable amount of 
money which we earmark to spend just in order to have enough folks there 
ready to serve so that we may get what we want when we want it. These 
services offer very varied chances for individual craftsmanship of which 
only slight advantage has yet been taken. 

Unions. But even if the new craftsmen exceed the old in total num- 
bers, they will be divided among so many different crafts that it is hard 
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to see how they can readily form themselves into unions as compact and 
strong as many we have had in the past. No organization made up of 
men with very varied tasks and interests can have the cohesion of the 
old line trade union. The tendency may be slowly to regain compactness 
by geographic localization ; shop and “company” unions may form town, 
county, and state associations. The English union structure would seem 
almost impossible to this country without regionalizing of some sort. 
Even in their most favorable forms, unions are going to make demands 
upon the ability of their leadership more varied and heavier than ever 
before; they must use business statesmanship of the highest order. 

It is wholly possible for employers, under a high wage policy, freed 
from too narrow and exclusive a financial control, and guided by an in- 
dustrial psychology, so to cultivate the areas of mutual interest with 
their employees that militant strength in unionism would be socially 
unnecessary. But for this a degree of high professional spirit in mau- 
agement must be reached sooner than I can expect. Certainly no dis- 
armament of the weaker force could be justified upon such grounds. 

The end of industrial strife must inevitably come some day. As with 
other forms of social peace it will come when ruling opinion decides that 
the use of force must be allowed only to neutral agencies. The shivery 
visions of public interference which arise today at such a thought make 
its coming seem far away in the future. Meanwhile, and for several 
years yet, we can rightly expect, I think, that behavior on both sides will 
show increasing enlightenment, so that the more stupid causes of strife 
will grow less and the habits of peaceful partnership will be forming. 

The Need for Industrial Psychology. Monotony of labor as a result 
of mechanization has been given a good deal of preliminary study by 
psychologists during the last fifteen years. They seem in reasonable 
agreement that it is an evil preventable without very much difficulty 
so long as the proportion of highly repetitive jobs does not run too high. 
By rest periods, rotation of jobs and other environmental changes; and 
above all by the prevention through scientific placement of the many 
maladjustments of today, the problem of monotony can be brought down 
to secondary importance. 

Preliminary studies show that these maladjustments are very costly 
both in productivity and in morale. So long as the theory of the economy 
of high wages is current, and to the degree that it is strengthened, it 
will, therefore, pay more and more to see that the physiological and 
psychological evils of mechanization do not fall too heavily upon the 
worker. The more he is paid the more it pays to remove stultifying and 
deteriorating influences, to enlist in his work all of his innate or acquired 
dispositions, and hence to give him a real chance for partial self-expres- 
sion and for development. 
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It is already widely acknowledged that it pays to spend a good deal 
in the control of industrial diseases and accidents, to furnish sufficient 
light and air, to improve the man-to-foreman contacts, and to study spe 
cific fatigues and irritations. Mechanization will further necessitate 
more and more careful selection; it is already making it economically 
necessary to choose for the most highly mechanized jobs those men whose 
temperament and training will make it most likely that they will do well 
in them. It is not unreasonable to suppose that industrial psychology 
will within a generation get selection whipped into practicable shape, s0 
that the different types of jobs can be reasonably well fitted, surely after 
short try-out periods, to different types of men. 

Today applied industrial psychology is getting a bare start in Eu- 
rope, and through a few devoted souls is struggling for a start here. 
It seems like slow work, yet even in my short span of business life I have 
seen the day when the run of American business managers were more 
scornful of the chemist than they are today of the psychologist. It is 
difficult now to realize that it was less than twenty years ago when 
research in chemistry and physics got their real start in industry. No 
one then could have been crazy enough to predict what they have since 
actually accomplished there. They have outranged beyond any com- 
parison the naive practical knowledge and ingenuity which had pre- 
ceded them. 

Fundamentally, it is as obvious that we can make only a halting pro- 
gress in practical social engineering without help from social science 
as that man was limited in his success in bridging the streams, carrying 
his goods, or sailing the seas until he brought physical science to his aid. 
It is almost as obvious that with the help of social science human pro- 
gress may eventually run past the wildest imagination of the day. 

Machines may lift all the grind of toil off men’s backs and give them 
an exhilarating working life; serial production itself might teach us how 
to gratify the deep gregariousness of man through team play. These 
ideas seem silly to many today, but less than twenty years ago most men 
would have tapped their foreheads at the statement that they might 
some day hear a voice through all the empty air from Washington to 
Paris. It is really no more ridiculous to suppose that we can overcome 
the clogging frictions and depressants of a day’s labor than that we 
can lift to the sky a machine heavier than the air which lifts it. It may 
be just as long and as complex a task and its ultimate profits may often 
seem as dubious. For little or nothing in this field of progress can, 
it seems to me, be properly expected to bear its fruit inside of a dozen 
years; and even twenty years from now may see us just getting fairly 

started. But that there are unpredictable accomplishments in store for 
industrial psychology seems almost certain. 
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No sane prognosticator in the field of material progress would dream 
today of leaving out the unbelievable. No more should it be left out 
«hen we look ahead into the future utilizations of those energies and in- 
terests of man which are as yet untapped and unaroused. A short 
twenty-five years ago most of our handling of materials was crude; today 
most of our methods of handling men are crude. Mechanization is greatly 
intensifying the need that the social sciences shall apply themselves to 
their refinement. No bounds can be set to their possibilities, for 
mechanization is itself at bottom a victory of mind over muscle. 

The Use of the New Leisure and New Wealth. But even if a self-in- 
terest enlightened by social science can be counted upon to reap from 
mechanization a net gain for life inside the stores and factories, what 
can give us assurance that life in its new leisure hours will not deterior- 
ate? _Keyserling says the Russians believe there are “two kinds of Sa- 
tanisms. ‘Che one expresses itself in terror and cruelty, the other in com- 
fort. And the latter is by far the most dangerous.”” 

Again and again in discussing the possibilities which the future holds 
Ihave had men focus upon the use of leisure as the crucial but least pre- 
dictable factor. Even Stuart Chase’s Men and Machines, to which I here 
gladly acknowledge my great debt, leaves this subject up in the air. 

What will we settle down to do with leisure when its present newness 
has worn off, I wonder? And by “leisure” I mean here, of course, the 
hours released by progressive mechanization; even though to many men 
and women who are just behind those terrible Joneses, those hours may 
be by all odds the busiest and most exhausting of the week. 

The alternative methods are to use them idly or busily; and then, 
if busily, to use them in consuming or producing; and finally to use them 
to the detriment or to the advantage of efficiency during the hours of 
work. It is tempting, in this day of chasing pleasure so vigorously as to 
risk the loss of all happiness, to wipe idling completely out as any 
possible alternative. Yet that cannot properly be done, for by an in- 
crease to absurdity present practices may bring about the kind of com- 
plete revulsion of style which a few writers in recent magazines seem to 
have experienced. Such a revulsion, however, must, I think, be ad- 
judged likely to be very short lived, if, in fact, it comes at all. The 
day of the popularity of uselessness and idling is when they serve as 
marks of social distinction, not when the chance to idle is widely dis- 
tributed; and the desire to play is universal and deeply rooted. This 
play desire demands some kind of activity, mental or physical, often emu- 
lative and usually social. 

The next alternative is that in play we may produce or consume; 
vemay tend the garden, make home things, or write; or we may drive, 
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read a story, or see a show. My guess as to the probabilities here my;i 
be that common but exasperating one—“some of each.” In two respec 
however, it is allowable to be more definite. First, the self-interest be. 
hind a growingly scientific advertising will see to it that consumin 
activities as a whole hold their own. It will pay, of course, to adver. 
tise garden tools and scratch pads, but nowhere nearly so much as gago-fim there 
line and tires, magazines and books, movies, or any of the thousand sorta us out 
of goods we use up in our consuming leisure hours. Second, many typejm It i 
of consuming activity will be peculiarly liable to an increase ad nauseam; { some 4 
hence there will be constant changes, gradual or abrupt. insistit 
Will this preponderance of a consuming use of leisure be good or bad paring 
for man as a worker and as a citizen? We shall not answer that ques-M sedent 
tion at this meeting, I am afraid; nor by next Christmas; but even toM™ exerci: 
face it will put us a step on the road. For it will be first of all nec- JM seat. 
essary to free our judgments from the thrall of notions we have beenim suppo 
“brought up to,” and from the particularities of our own likes and dis-§™ indivi 
likes. Tn | 
To dispose of our preconceptions is in this field as in others not {MM use 0! 
wholly possible, but by no means wholly impossible. One of them is that MM vorki 
recreation—the helpful use of leisure—must be in some positive fashion of sig 
self-expressive. But there are millions who are by nature critics rather JM 4s to | 
than artists, appreciators rather than creators, who find an endless mm durin 
opportunity for high recreation in listening to music, in seeing pictures, Mm happ! 
or reading; if introspective and analytical they might say they expressed Mm porta 
themselves fully in appreciative response. To what extent is the work-@ of th 
man at the movies or the clerk at the baseball game different in this re- § most 
spect? In the primitive unmechanized communities I have known, the rec- Mj mand 
reations were the bi-weekly dance in the season, hunting in season, read- that 
ing the weekly paper and a very few magazines, exchanging neighborly @ plica 
news, retelling yarns, sitting and thinking—and sitting. There is little It 
here to make me feel that our recreations have run far down hill in the gM vork 
age of mechanization, even if many of them do consist in watching others Fo 
perform. 
The recreations of any age will seem far from ideal to the man who Mm % f 
has ambitions for the progress of his kind. Our present dissatisfaction [im °° 
with what the masses have chosen to fill their new leisure may be prema- For | 
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ture. From none at all they naturally move on to primitive forms. se 

Tabloids are bad, and so is some jazz; but either is better than blank ke 
idleness. They may be the necessary first steps towards an apprecia 


tion of good writing and good music. aie! 

It is when one gives up trying to assess the better and the best and HM ey, 
asks what forms of recreation there are which are unmistakably harm- §@ }irir 
ful that one feels most optimistic. For they are really very few. There HM if th 
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musta is drinking to excess, stiff gambling, and, in fact, almost anything out 
ects mm of its due proportion. But as one looks down the long list given in 
t bel Whither Mankind (and with prices all attached) it is hard to justify 
minggag an estimate of 10 per cent unquestionably harmful. And my wife re- 
iver-M parks that among most of those which one could call at best harmless, 
raso-faE there is one factor of very fundamental significance; they at least take 
sorte us out of ourselves. 
ype It is very commonly supposed that proper recreation must include 
eam: Mag some degree of physical exercise. Yet my medical advisor on this point, 
insisting on the wide variety of controlling circumstances, and com- 
bad fl paring Grover Cleveland with Theodore Roosevelt, finds that even in 
jues- MM sedentary Occupations men have done well on about a “cat-power” of 
n tom exercise a day. As compared with proper diet, exercise takes a rear 
nec- Mg seat. And finally he sends a challenge to industrial psychology. “TI 
been am suppose,” he says, “that the fundamental thing is the attitude of the 
‘dis J individual toward his job, no matter what that job may be.” 

In fact, few true judgments upon the fitness of specific cases of the 
not MM use of leisure can be made without reference to the conditions of the 
that MM working life. If that calls forth spontaneous effort and carries a feel 
hion Mf of significance, the leisure activities stand a chance of being so chosen 
ther Mf as to re-create strength; but if the day’s work is dull there is more likely 
dless MM during leisure to be a direct search for compensating happiness. And 
ires, MM happiness seems mighty seldom to be found by direct search. An im- 
ssed fm portant condition of any final happiness is some degree of satisfaction 
ork- §@ of the need for a sense of personal significance, measured practically for 
; re- MJ most men, perhaps, by the degree of respect or good repute he can com- 
rec- @ mand from his group. If enlightened management allows him to find 


ead- @ that significance in his work, he is freed from any very serious com- 
orly @ plications in his choice of recreation. 

ittle It is worth while to think out what would happen at an extreme of 
| the i work-time reduction. In Constructive Citizenship, L. P. Jacks says: 
hers Four hours’ boredom a day, and the rest of the day entirely untrammelled 


~such is Mr. Russell’s formula. As to the “four hours’ boredom” I would 
who go further than Mr. Russell and propose that “our aim” should be to reduce 


tion boredom to zero. Indeed, we should find it starkly necessary to aim at that. 
ma- Mg 0" the effect on most men of having twenty hours out of twenty four left 
ons. go their hands “entirely untrammelled” to follow their impulses and instincts, 
ank would be to leave them at the end of it so enervated, corrupted, coarsened, 


indisciplined, fatigued, and stupefied, or, if they happened to be men of 


Oe BE another stamp, so refined, elevated, and devoted to the objects of “a free 

man’s worship,” that they would flatly refuse their four hours’ boredom and 
anc devote their energies and their money (if they had any of either left) to 
rm- 


hiring somebody else to do the disgusting business on their behalf. I doubt 
'f the four hours’ boredom, on the one hand, and the twenty “‘untrammelled”’ 


here 
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hours, on the other, could be kept in water tight compartments. They wou 
react on one another in manifold ways. The twenty hours of go-as-you-plesy 
would undermine the discipline and efficiency of the four to be spent » 
machine-minding . . . . [and the four] would not put the unwilling victims in, 
the best of tempers for making profitable use of the abundant leisure thy 
was to follow. 


We have no body of fact to settle the question for us, but such running 
observations as we can make daily would seem to me to warrant th 
belief that recreation will not often rise higher in character than th 
day’s work. 

My own belief that industry will find it to its profit to make wor 
something a lot more than “hours of boredom,” I have already er. 
pressed. And as it does so, there comes some point at which the utility 
of leisure hours diminishes and work hours can compete on their om 
merits with the demand for them. This situation is not uncommon jp 
managerial positions now and exists in non-managerial positions as wel, 
Men whose work does not actually repel them can sometimes be heard 
even today after vacations or week-ends to express satisfaction in getting 
back into the familiar harness. Where working conditions make this 
totally impossible, the industry has something to learn to its profit. 

Crowding and Speeding Life. Of the weals and the woes of life in 
great cities, which mechanization has so greatly intensified, I shall at- 
tempt no detailed trial balance here. Stuart Chase has been giving wu 
lately some richly human, first-hand views on this subject. To my om 
mind’s ear the woes have it overwhelmingly in really large cities, and | 
cannot help hoping that the influence of the wider distribution of elec- 
tric power in encouraging the growth of industry in centers of ten thou- 
sand and less will continue. Willard Thorp in his chapter in Recent 
Economic Changes, and the still more recent studies of the Metropoli- 
tan Life Insurance Company find very promising symptoms. 

These small beginnings of a migration are all the more encouraging 
because they are strongest out of the largest cities, and because they 
constitute, not so much a “back to the soil” as an “on to a manageable 
community” movement. For, today, we must learn how to live together 
in groups. Whatever satisfactions may have existed in private cor- 
templation and lonely self-expression must be replaced by forms of er- 
pression of something more than self. Just as mechanization within 
the factory is offering team craftsmanship in place of some of the lost 
crafts, so in its conquest of space it is declaring that in the inner life 
individualism must step by step give way to a socialization of the spirit. 

We can be pretty sure that all this crowding and speeding and con- 
plicating of life is reducing the importance of the family as a social 
influence. But we cannot by any means feel so sure that this 
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will result in a net loss to society. I do not know that any student of 
the social sciences has yet acquired the store of knowledge and rid him- 
self of the store of prejudice to cast up a balance of the family’s values 
and disvalues. That some entries of serious proportions are to be found 
upon the debit side our late immersion in Victorianism forces us to tes- 
tify. 

The lessening of the dominance of family influence will probably swing 
too far for our good. We may even suffer permanent loss. Yet there 
is at least an equal chance that upon the undoubtedly better status of 
women, and the broader education and socialization of both men and 
women, a reconstruction of the family may take place which will save 
many of its credits and reject many of its debits. 

Bad as are the crowding, speeding, and confusion of the city life 
that mechanization has made possible, they are at any rate giving us 
a compulsory course in co-operative living. 

Mechanization’s Effects on the Art of Management. Upon business 
managers, also, mechanization is forcing the need of intensive training 
in co-operative living. Business management is getting too complicated 
much longer to endure the whims of the more personal attitudes—stub- 
bornness, resentment, fear, carelessness, and reliance upon prerogative. 
A growing delicacy of structural balance, elaboration of complex de- 
tail, and intimacy of interdependence demands not merely more knowl- 
edge but much more impersonal detachment in its use. 

The influence of research departments upon the character of business 
management has been greater than can yet be appreciated. The Ameri- 
can Telephone and Telegraph Company has among its personnel an ex- 
traordinarily professional tone which has carried it as far along the 
road of good business management as the profit motive has yet carried 
any other organization. Mr. Gifford refers to this spirit as the body 
of traditions which rule the company, and accounts for it in large part 
by the pervading influence of their research departments. This sort 
of influence upon the mental habits of management is almost certain to 
increase as mechanization proceeds. 

As corporations grow in size the complexities of management increase 
and in more than arithmetic ratio. Outside of promoters’ prospectuses it 
is now broadly admitted that mere size is as likely to be a handicap as a 
benefit, and that however large the company may be, its effectiveness for 
good or evil depends upon the character, ability, and foresight of its 
managerial forces. If, then, we assume native ability will stay about 
the same, we can expect the general trend lines of size to run with our 
progress in business education both on the job and in the schools, while 


the actual curve shoots up when stock markets boom and eases when 
they settle down. 
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I can see no reason to doubt the validity of our trustful experiences 
of thirty years ago as an indicator of the results of the past few merge. 
ful years. In 1899 it was widely believed that the small manufacturing 
plant was doomed. Yet it survived, though in somewhat smaller ratio to 
the whole. And so it will now, because among the wide variety of men 
there are many who in small concerns can do extraordinary things, and 
because, however easy it may be to throw together a huge merger, it is 
something else again to make it run as one smooth co-ordinated whole. 
A committee of the American Society of Mechanical Engineers last 
March reported that their research had shown that on the whole the 
“smaller concerns were managed better than the large ones. . . . . They 
produce more in quantity and dollar value per man-hour of labor.” 

Just now the distribution of “super-power” is doing quite a little to 
remove one handicap in the overhead of small producing units. 

The changes in the technique of competition which have taken place 
in the past thirty years can be expected to continue as there is given 
to business managers more facts and more training in their use. They 
will want increasingly some Marquis of Queensberry to give them rules 
for their fights. The prices which pure individualism exacted for its 
benefits could easily be paid or passed along when fresh lands were 
being opened up the world over. That day is gone, but the price of 
individualism has not gone down. Most civilized countries, therefore, must 
now scheme in one way or another to replace its benefits by those of 
joint planning and control. 

Social Controls. For however smoothly the theories of automatic 
regulation may tune in with our tastes, in logic, it seems to me, the facts 
of the first hundred years of mechanization in England make it impos- 
sible for us to accept any of them as working hypotheses. Happy ad- 
justments to further mechanization cannot in practical common sense 
be expected without definite and organized social intent, that is to say, 
without some form of social control. 

If law and its magistrates seem unfitting instruments of such control, 
then social inventors must develop others. Considering the great under- 
lying power of publicity and the new powers which are being disclosed 
in expert advising, I am inclined to think the first explorative steps of 
this country toward such invention were taken by the Department of 
Commerce seven or eight years ago in instituting their advisory con- 
ferences. This sort of governing might well be called an integration of 
laissez faire and political control—a relative freedom offered in the 
choice of means of carrying on business, compulsory as to general di- 
rection and minimum speed. 

There is bound to be a steady growth of community influence on all 
business activities. Our fear that the community organized as a politi- 
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cal government is not now fit, either in structure, personnel, or tradition 
to exercise wise “government control” has led us to a strengthening in- 
fuence and control by trade associations formed within the business 
world itself. But this after all, exercised in the open, as eventually it 
must be to succeed, is a community control. It may persist in its pres- 
ent form of self-control by business associations, or government person- 
nel and structure may become adapted to its exercise, or, what is more 
likely, the two may federate. The possible forms are many; the practi- 
cal essence is the accountability of business to the whole community. 

Among the influences leading to more social control is the threat 
of mechanization to exhaust certain of our important raw materials. 
Just now it is petroleum, but copper, lead, zinc, and tin will come upon 
the stage before long; and certain nations are even now concerned with 
many other raws with which the world as a whole js well supplied. We 
may feel satisfied that science will eventually show us how to substitute 
for some of these essential materials, but where, as with the case of oil, 
private initiative leads to full extraction till the well runs dry, social 
influence will have to hasten scientific research or place a check on 
private initiative, or both. 

The Financier. In the light of the fact that at the present time 
mechanization seems to be centering the control of the business world 
in those members of it who specialize in finance, the prediction that scien- 
tific attitudes and professional motives will increase in the world of busi- 
ness, may seem far too hopeful. For an active control vested in a 
specialized interest, not too closely in contact with the lives most con- 
cerned in the operating processes, can hardly be expected to develop 
the necessary breadth of grasp and vision. But today’s especial ascend- 
ancy of the financier is the result of the peculiar opportunities for 
mergings and re-financings offered by a buoyant stock market. Mechani- 
zation has gone on and can again without such extreme effects. Its com- 
plications, in fact, tend rather the other way, and even at this early 
day financial leaders are giving a wide measure of independence to their 
abler operating managers. Attempts at any very active interference 
by the central financial offices prove less and less profitable, and as time 
passes after the tide of reorganization begins to recede, real control 
tends to run back into the management which is on the ground. Those 
banking houses which follow closely the activities of the companies they 
have financed are more and more doing so through groups of specialized 
officers who are exposed to just the influences which are developing the 
professional attitudes among managers. 

The Balance of Chances. On most counts, then, it seems to me that 
the “goods” of mechanization promise to outweigh the evils. You will, I 
am sure, not understand this to mean that I see ahead only happy and 
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sappy days. Man is an unregenerate and would migrate from any 
Utopia. All it is worth while hoping and working for is a confused and 
irregular progress. ‘The whole problem would better suit our logical 
faculties if it were one of sharp and mutually exclusive alternatives; if 
men had to choose between the animal life and the spiritual; if goods 
were to be standardized or individualized; work stultifying or self-ex- 
pressive; leisure well spent or ill. The facts of life, on the other hand,‘ 
seldom call upon us to choose between extremes; they more often pre- 
sent problems of proportion, of dynamic balance. Mechanization is en- 
riching life and robbing it. The increase of wealth is materializing men 
and freeing them from the material gyves which made spirituality im- 
possible for any but the genius. It is bringing rich opportunities and 
vital risks. 


The Power of Current Opinion. A really fundamental question is 
whether man is made to be sanely pessimistic enough to look those risks 
honestly in the face and so reduce them. Or must he, as so often in the 
past, insist on tasting the fruit in its full bitterness? The histories of 
wars, of plagues, of industrial strife, of tariff making, and much of pol- 
itical and church history, answer that he must. Today’s new hope 
springs from education’s progress away from a storing up of lore, and 
towards the training of minds to look ahead and plan for their future. 

All the main forks in the road are choices for the minds of men. 

John Dewey writes: 


Ultimate decision between good and bad possibilities depends not so much 
on mechanization itself as it does upon the run of political and social aims 
and methods. If it was simply the question of the machine itself I should 
decide in favor of the first alternative, but with the present influence of the 
pecuniary and profit motive in business, I do not feel any too confident. 


“The future of civilization,” writes Harry Emerson Fosdick, “does 


not depend primarily on machines; it depends on the motives that in- 
wardly sway men, on the ideals, private and social, that lay hold on them, 
on the faiths that drive them.” 

And such motives and ideals and faiths will seek their guidance and 
their inspiration in the wisdom of the social sciences. 

Progress in the physical sciences has brought us to the point where 
a complaisant belief in some benevolent “invisible hand” is insupportable, 
where with our courageous facing of the worst and planning for the best 
we must risk a bitter failure. We must admit that every possibility of 
evil is a true chance and may come to pass; that, after all, the forces 
of destruction may overcome the men who fight for progress. What 
then? Has any self-respecting man the right to quit the fight because 
his side may be licked? Even were defeat a certainty there are still 
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thousands whose temperaments will freely choose the foolish zest of a 
nd [good fight, rather than the slothful peace of a cynic’s wisdom. 

val But there is no certainty of outcome. Nor, if we accept the doc- 
it Bgftrine of emergent evolution, can there be. There is, however, this virtual 
ds Macertainty: that the outcome cannot safely be left to some impersonal 
.y. MeFate; that it hinges upon a balance and, at the moment, a rather nice 
1d‘ Mgbalance of forces; that any accession to the forces of the truer educa- 
re (ation, the leading forth, may prove crucial. 

n- Are we not, then, bound to count as enemies of the higher possibilities 
en [mof civilization all the merely cheerful optimists and all the whining pes- 
m- (_smists, all mere laissez-faire and all God-saking, and join with those 
nd _vho admit the chances of defeat but adopt the theory of progress as the 
hypothesis they will work under. 
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THE HUMAN EFFECT OF MECHANIZATION 


By Mayo 


Harvard University 


The effect of the mechanization of industry upon the worker is a top 
that has given rise to much general assertion. In so far as these 
eral assertions are made by merely literary exponents of human sity 
tions they are often wild and fantastic. Mr. Aldous Huxley, for 
ample, in a recent number of the Spectator (November 23, 1929) 
marks: “The machine demands mechanical efficiency; but mechani 
efficiency is practically synonymous with human imbecility.” And 
asks a rhetorical question as to whether “a mechanically efficient slay 
with atrophied powers of initiative” is “a fully alive human being.” T 


answer to this is, of course, an emphatic negative—but the question ref that 
mains as to whether this has really anything to do with the mechania™ orn 
tion of industry. On re-reading the article, moreover, one finds that MM guir 
Huxley’s claim that we are becoming “stupefied and aesthetically yanc 
numbed” rests on a single fact of observation, the fact, namely, tha T 
he has to catch trains that are “remorselessly punctual.” “It is only il swey 
an age of mechanization,” he remarks indignantly, “that time can a worl 
quire such an excessive value.” plac 

But critics of established reputation and serious character are apt tol atte 
make comments of a somewhat similar type, and especially if they cast of t 
a European eye over the supposedly wild proceedings of these Unit pug 
States. M. André Siegfried, for instance, finds himself “forced to co cont 
clude that the price America pays for her undeniable material progre actt 
is the sacrifice of one aspect of civilization.”” The consequence of 0 quit 
ganizing production is an “atrophied individual” and an “overdisc-# of | 
plined community”; the atrophy is due to “exhaustion that follows eH cha 
tremely monotonous work.’* The view is apparently widely held that the 
mechanization of industry has a harmful effect upon the worker. An can: 
it must be conceded that this view is not altogether groundless; it | illu 
based, at least in part, upon fact and observation. The findings of thi We 
British Industrial Fatigue Research Board, as summarized in its Fourt to 
Annual Report, are to the general effect that fatigue and monotony pla} tho 
a large and unsuspected part in the origin of industrial difficulties andj obs 
accidents. There is validity in the assertion, therefore, as to the hu beit 
man effect of mechanization. But the conclusions commonly present y 
are too hasty and too general. nal 

* America Comes of Age, p. 350. tin 

*/bid., p. 351. fixi 


*Ibid., p. 173. 
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These conclusions are not merely presented by visitors from abroad 

or by those exponents of the arts who still regret the alleged passing of 
the craftsman. Similar opinions are held by many industrialists and 
perhaps even by economists; and here there is less justification for the 
hastiness and generality. Any industrialist who maintains that work is 
becoming harder and less interesting, and that the appropriate remedy 
is to train workers to use their leisure rightly—whatever that may mean 
—is guilty, in even greater degree, of failure to analyze situations and 
of jumping to unwarrantable conclusions. For it is by no means cer- 
tain yet that it is the mere mechanization that is responsible for present 
industrial ills. Closer analysis of particular instances is required, analy- 
sis that will tend to show what is humanly harmful—whether the 
mechanization itself, or the perpetuation without alteration from a for- 
mer industrial régime of hours of work or other conditions. With these 
questions in mind, I propose to describe briefly one industrial inquiry 
that has been developed for rather more than two years by the West- 
ern Electric Company in its Chicago works. The course that this in- 
quiry has run and its unexpected consequences have both a decided rele- 
vance to the general topic of this paper. 
The inquiry was originally designed to discover more definite an- 
swers than are now available to certain questions as to the effect upon 
workers of the conditions of their work. It was suggested in the first 
place by the failure of a carefully arranged and carefully controlled 
attempt to assess the effect of illumination. The apparent implication 
of this latter experiment had to be repudiated not because it was re- 
pugnant to common sense but rather because the carefully established 
control had obviously failed to take account of the factors that were 
actually significant in determining the result. So when the second in- 
quiry was begun a different form of procedure was adopted. A group 
of workers was segregated for observation of the effect of various 
changes in the conditions of work, but no attempt was made to “test for 
the effect of single variables.”” Where human beings are concerned one 
cannot change one condition without changing others—so much the 
illumination experiment had shown. So Mr. G. A. Pennock and other 
Western Electric officials in charge of the experiment have attempted 
to observe the unanticipated changes in working conditions as well as 
those which were due to definite design. They have attempted also to 
observe the consequent changes in the workers. The inquiry is still in 
being. 

The experimental group consists of six female operators, chosen origi- 
nally at random. Their work is the assembling of telephone relays—“put- 
ting together a coil, armature, contact springs and insulators in a jig and 
fixing the parts in position by means of four machine screws.” A man 
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from the Piece Rates Department was selected to observe and super- 
vise the experiment; he does not, however, act as a “gang-boss.” 

“Five of the girls were to do the actual assembly work, while the 
sixth was to stock and procure parts for each assembly operator. The 
nature of the test was carefully explained to these girls and they readily 
consented to take part in it, although they were very shy at the first 
conference. . . . . They were assured that the object of the test was 
to determine the effect of certain changes in working conditions, such 
as rest periods, mid-morning lunches, and shorter working hours. They 
were expressly cautioned to work at a comfortable pace, and under no 
circumstances to try to make a race out of the test.’”* 

The room in which the experiment has been, and is being, conducted 
is a corner of a regular workroom enclosed by partitions. The equip- 
ment is “practically identical with that in the regular department” 
except for the addition of various devices for measuring production, for 
recording the temperature and humidity of the room and so on. OQb- 
servers are always present whose duty it is to record any unusual 
happening, to be available for consultation, and to work out the results 
achieved by the group. 

Throughout the experiment an attempt has been made to measure, or 
at least carefully observe, organic changes in the workers (long and short 
term), changes of mental attitude, and changes in production. 

It is only the last series of changes—namely, those occurring in pro- 
duction—that lend themselves at present to exact and continuous de 
termination. By means of a mechanical device, the officers in charge 
have secured a complete output record for each girl for every minute 
of every day of the two and one-half years of experiment. This must 
not be taken to imply any overpreoccupation on the part of the Com- 
pany with production. The intention of the inquiry from the beginning 
has been the advancement of our understanding of human situations, the 
development of a more precise and biological knowledge of what is hap- 
pening to workers in industry. As a result of this wider interest, there 
has been a singular freedom from the blindness consequent on trivial 
satisfactions. 

It is true that most of the charts used to illustrate the effect of 
changed conditions of work are stated in terms of production. But 
this is done for two reasons: first, because production is quantitative 
and susceptible of exact determination, and second, because produc- 
tion is the best index of individual adaptation; that is, it shows “the 
combined effect of the conditions imposed.” 

The first records of production were taken in the regular department 
under ordinary working conditions for each operator (and without her 


* Quoted from a paper by G. A. Pennock, Western Electric Company. 
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knowledge) during two weeks before the group was moved into the test 
room and constituted as an experimental unit. After this, a record of 
production was kept for five weeks before any other changes were in- 
troduced. In a third period, of eight weeks, the method of pay was 
altered; the five girls were paid by a group piece rate “which meant 
that each girl would earn an amount more nearly in proportion to her 
individual effort since she was paid with a group of five instead of a 
group of one hundred.” 

Subsequent to this, the group has worked through twelve experi- 
mental changes of working conditions. The changes introduced have 
been mainly rest periods of different incidence and length, with or 
without a mid-morning lunch. Each proposed change has been dis- 
cussed with the group before it was introduced; their opinions have 
been given the same consideration as the opinions of those in charge of 
the experiment. The results have been made known to them as the rec- 
ords revealed them; they have been reminded, from time to time, that 
“racing” and special efforts are not wanted. 

The effect of the various changes introduced is shown by the charts 
giving the production in the various periods. You will see that there 
has been a gradual increase in production. For some operators this 
increase has been as high as 85 per cent and 50 per cent of their 
original performance. The improvement has been surprisingly steady 
and seems to have been, in a sense, independent of the conditions im- 
posed. ‘The highest production was in period 13, during which there 
was a mid-morning rest period of fifteen minutes, with lunch, and a mid- 
afternoon rest of ten minutes. In period 11 when the operators did 
not work on Saturday morning the daily output increased, but the weekly 
output fell. But in period 12 when the girls went back to a full 
forty-eight hour week with no rest periods or mid-morning lunch, there 
was the same unexpected and continual increase. Period 18 which fol- 
lowed was, as remarked above, the best yet recorded; in this period 
the morning and afternoon rests and the lunch were restored. 

This improvement was, in the language of the officials chiefly con- 
cerned, “startling” ; it was also a little puzzling. The change has been too 
continuous and steady to be related, point for point, with the different 
conditions imposed. Indeed when the group is put back into the origi- 
aal conditions of work—forty-eight hours and no rests—the production 
curve during weeks ignores the change and rises steadily as before. This 
led the experimenters to look more carefully at the other changes ob- 
served—organic changes and changes of mental attitude. 

Organic Changes. It had been agreed from the first that, in the gen- 
eral interest of the experiment, the operators should submit to periodic 
examinations by one of the Company’s doctors. ‘These examinations 
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showed a small but distinct improvement in the general health of the 
group. These examinations did not, however, dispose of the general 
question of “fatigue.” 

It is difficult to discuss the question of industrial fatigue because the 
word is used with such a variety of meanings that, without careful def- 
nition, it is almost impossible to know the hypothesis or question in- 
volved in the discussion. There is, for example, the physiological fa- 
tigue that occurs as a consequence of heavy muscular work—“oxygen- 
debt,” or, over a longer period, the depletion of reserves. There is an- 
other disability, sometimes described as fatigue, which is occasionally 
acutest before work begins. The last is obviously a mental disability— 
due sometimes to “monotony” or to the effect of repetitive work. The 
ideal method of procedure would be to record all the organic and mental 
changes that occur in selected workers during the working day, to 
relate the organic and mental changes to each other and to the situa- 
tion. Since this procedure is not yet possible, or possible continuously, 
one has to define more precisely the tentative questions one should ask. 

In the Harvard Fatigue Laboratory, certain inquiries have been made 
by Dr. Lawrence J. Henderson and his colleagues into the bio-chemical 
changes which occur in the blood stream during active muscular exer- 
cise. The following diagrams illustrate some of the differences that 
reveal themselves in different individuals, of normal health, in the per- 
formance of the same task. The first diagram® shows the effect of run- 
ning at a rate of nearly six miles per hour upon the laboratory tread- 
mill for a period of about twenty minutes. The upper shading repre- 
sents increase in lactic acid content of the blood stream; the lower shows 
diminution of total bicarbonates or “alkali reserve.” No two indi- 
viduals are alike; one shows no change at all from the resting condi- 
tion; at the other end of the scale several show fatigue. The most 
fatigued person is the youngest of the group, a boy of eighteen years; 
the least fatigued is a man of forty years—but he happens to be De 
Mar, the winner of many Marathon races. And the diagram illustrates 
why De Mar has been able to win his Marathons—as compared with 
other men, he is able to increase his exertion without disturbing his or- 
ganic equilibrium. The other two diagrams—pulse rate in exercise, and 
skill in running— illustrate the same fact—that the best man works in 
a “steady state,” in a condition of organic equilibrium. 

The possibility of direct application to industry of investigations of 
this type is limited in these days, for the number of tasks demanding 
heavy muscular exertion is diminishing. But the indirect application 
is extensive and important ; the hypothesis or question that we have taken 


* Charts 3, 4, and 5 were prepared by the Harvard Fatigue Laboratory—D. B. Dill, 
J. H. Talbott, H. T. Edwards. 
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from the work of our colleagues of the Fatigue Laboratory may he 
conveniently expressed in the form of an assertion that an individual 
cannot continue work, or production, unless he can simultaneously work 
and maintain himself in a condition of organic equilibrium. Since one 
finds few instances of actual “oxygen-debt” fatigue in industry, and 
since this is in any case no more than a particular instance of unbal- 
ance, one must look for other sources of disequilibrium, such as interfer.* 
ence of any kind with the individual’s capacity to attend what he is 
doing. 

First, however, one needs to find a convenient indicator of changes 
of organic equilibrium. For some years we have experimented with 
“pulse product” measurements and have found that these measurements 
—eight to sixteen during the working day—provide a fairly satisfactory 
indication of organic changes. The “pulse product” shows changes in 
arterial tension and changes in rate of heartbeat. These changes to some 
extent compensate each other but both increase with muscular exertion, 
emotion and, in some degree, with attention. My colleague, 0.S. Love 
kin, has made some attempt to relate changes in pulse product to the 
changes measured by the Fatigue Laboratory. The two following dia- 
grams show, first, the relation between pulse product and oxygen con- 
sumption in three experimental subjects and, second, the difference in 
pulse product between a trained and an untrained subject performing 
the same measured task. In the latter diagram you will see again, as 
in the laboratory experiments, that the trained subject does the same 
work as the untrained subject at a lower and steadier pulse product; 
that is to say, in a condition of superior organic equilibrium. On 
several occasions these measurements have been made upon the girl op- 
erators in the Western Electric test room. On every occasion the mea- 
surements showed a low and steady pulse product in these workers as 
compared with workers in the department outside. I show two dia- 
grams—the one an average of the organic measurements of the test room 
workers; the other average measurements made on the same day of 
workers in a department outside. I should like in passing to point out 
that this approach from the physiological laboratory to industry in- 
volves a new conception of “work.” In former times “work” was con- 
ceived as something that was “taken out of” the worker and wages were 
paid him in compensation. These measurements, in the laboratory and in 
industry, show that high production occurs when the worker is in a 
“steady state,” when he is not only working but also maintaining his 
organic equilibrium. 

Changes of Mental Attitude. These health examinations and measure- 
ments of organic condition during the working day served to assure the 
experimenting group that they were not “speeding up” the workers or 


PULSE PRODUCT 


PULSE PROOYCT 


2/,000 
20,000 
19,000 
18,000 
17,000 
16,000 
15,000 
44,000 
13,000 
12.000 
11,000 
/0,000 
9,000 
8000 
2000 
6000 
5000 
4,000 
3,000 


2,000 


4,000 


The Human Effect of Mechanization 


167 


Cuart 6 
& 
= / 
= 
7 
/ 
l 
/ 
/ 
/ 
- / 
i, 
ray 
4 
= 
0 400 800 1200 4600 2000 24900 2800 


CONSUMPTION (CC. PER MINUTE) 


be 
ual 
ork 
one 
and 
er-* 
is 
ges 
ith 
nts 
ory 
in 
yme 
on, 
ve- 
the 
ia- 
on- 
in 
ing 
as | 
me 
t; | 
On | 
| 
as | 
ia- 
om | 
of | 
ut 
n- 
are 
in 
is 
he 
or 


American Economic Association 


AT 4.6 MiP. 


WAL KING 


STOPPED WALK 


& 
Q 
ty 
% 
S 
Q 


0.8.0 STOPPED WALKING 


= 


40 30 20 |. 0 20 30 40 §0 60 7 60 
MINUTES 


168 
Cuart 7 
140 | | 
| | 
1/000 | | 
| / | 
| | 
7000 
| 
/ / 
| 3000 - | / | | 
| 080. | 
| 1000 
| 


The Human Effect of Mechanization 


Cuart 8 


AVERAGES, RELAY ASSEMELY TEST ROOM 26,1928 
FIVE OPERATORS, FIVE READINGS ON EACH POINT 


PRODUCTION ‘NDOEX 


BLOOD! PRESSURES 
SYSTOLIC AVG.10/.6 


4v6.62.3 


AVG. 32.5 


AVG 26.74 


169 | 
RELAYS 
is 
TOTALS 
AM. 264.7 
PM. 253.3 
0 DAY 5/8.0 
1/00 
| | 
} 60 
| | 
| 
40 
ow 
; 
7 8 3 10 “/ /2 / 2 4 at s 
TIME 


imerican Economic Association 


CuartT 9 


AVERAGES, CO/L WINDING APRIL 26,/328 


THREE OPERATORS, THREE REAOD/NGS ON EACH POINT 


SYSTOLIC 


PULSE RATE 
o~ 


DIASTOLIC 
— 


BLOOD PRESSURES 


AVG .//5.6 


AVG .45.3 


170 
in 
du 
by 
at 
cle 
| | 
to 
ca 
min AG im 
/4O | 
of 
we 
he: 
lis 
tal 
2) - | — 
| fid 
| | Pr of 
| 
rec 
ao |i— —~ 5 
| 
to 
| AVG. 70.3 co 
60 me 
tor 
~ 
| 
PULSE PR. im 
o © th 
| AVG.38.78 
INDEX 
ca. 
su 
pr 
? é 9 /2 / 2 
TIME gr 
im 
co 
at 
No 
cu 
of 


The Human Effect of Mechanization 171 


in any way damaging their health. But the steady improvement in pro- 
duction remained something of a mystery—not completely accounted for 
by rest-periods and improvement in working conditions. The mental 
attitude of the girls to their work and to their superior officers had 
clearly improved; it became necessary to examine and assess this im- 
provement, 

The Company officer originally put in as observer had shown himself 
to be particularly well adapted for the work. From the first he noted 
carefully, and made records of, events and changes not specified as of 
importance in the original routine plan. So he came to notice that one 
of the girls showed a much diminished record of output during two 
weeks of domestic crisis in her private affairs. The crisis happily over, 
her production mounted once more to its former level. At this time it 
helped her to talk the matter over with him and with her companions. 
The girls soon came to feel that the observer was there as a sympathetic 
listener and not as a gang-boss with fixed ideas about production. They 
talked freely every day, they lost their original shyness, and they con- 
fided to him most enlightening stories of the effect on them and others 
of “bully-ragging” methods of supervision. That their liking for their 
work increased is shown not merely by these confidences but also by their 
record of absences which is only a fraction of the department average 
or of their own former habit. So the provision of an impartial person 
to observe change became itself the greatest change, and has led to a 
complete revision of the Company’s conception of supervision, and of its 
method of training supervisors. Whereas supervisors have generally 
tended to be talkers and “drivers,” those who get the best results from 
their workers are found to be good “listeners,” whose conception of 
improvement rests upon betterment of working conditions rather than 
the application of spurs or incentives to the workers. Increases of pro- 
duction—quantity and quality—occur in response to social and physi- 
cal improvement of conditions and not as the result of conscious effort; 
in the majority of instances the worker, himself or herself, is as much 
surprised by the improvement as the observer. 

The next diagram, taken from another experimental group, is a sur- 
prising instance of this. The charts show, first, the original low and 
irregular production of the girl known as No. 5 of the mica-splitting 
group; they also show her failure to improve or to keep pace with the 
improvement of her colleagues. The charts show, second, that after a 
considerable period of weeks, her production jumps to a previously un- 
attainable high and steadies at the new level. But the charts alone do 
not reveal the whole story. The girl suffered an exceedingly diffi- 
cult home situation. As she became accustomed to the new conditions 
of work she began to talk to the observer and to her fellow workers of 


: 
© 
= 


CuHart 10 


PERCENT OF EFFICIENCY BY WEEKS, MICA GROUP 


AN), 


| 


y 


21/0 MIM, RESTS 

% 


V 


\ Ww 


AN 


DEPT. | TEST 


i 


i 


OVA 


PERIO® NO./ 


REGULA 


4 


iS) 


SO FOVANIIATS 


172 
| 
| | 
| A Ta = 
390 / \y 
| | WW 
| | 
— | ‘ 
2 h 
| | 
| A | 
> | 
| 
(30k | | 
| | 
| | 
| 
© 
% 


The Human Effect of Mechanization 


Cuart 
WEEKLY PERCENT 
EFFICIENCY 


SON 


HOSPITAL V/S/T 


AS 


2'ON 
Ae 


FAAIRS 
PAIRS 


ADINGS 


NEW 
PS REPA\ 
REPA 


RS Ri 
PEAA/RS 


LEON 
Sh 
Vn Vv 


OF Ovi 


ACAT?/ 
ACAT/ 
DYURS REPAIRS 


HWANGE OF RES/é 


2j S REP! 


S REPA 


173 
=) 
TOTAL 
WEEKLY OUTPUT 
DRKED < 
ED SUNQAY > 
REPAL DRKEO < 
OURS R WORKED 2 
WORKEO 
OURS F WORMED 
BLOG RE Ri WORKED 
DVEO ST ROOM 
| 
HOUR RS 
ty) | 
HOUR RS 
URS MOSPH- 
ENO BRTIME 
aH 
: DENCE 
3 
IRS 
| 
(RS 


174 American Economic Association 


her situation, and her preoccupations, once expressed, became less mor. 
bid and more practical. Finally, during vacation, she determines of 
her own accord to end the difficulty by going to live with some gir| 
friends. She does so and at once her production rises and steadies, Pro- 
duction, as Mr. Pennock has said, shows very remarkably the “com. 
bined effect” of all the factors in the situation. 

On the basis of these observations, the Company has formulated a new 
plan—that of “interviewing” all the forty thousand employees. This 
plan is already in being, and has developed as unexpectedly and as sur- 
prisingly as the original test-room experiment. The interviews are kept 
carefully anonymous; neither fellow-workers nor high officials can trace 
any comment to its source. The questionnaire method has been found 
to be useless; the more fruitful approach to the individual is con- 
versational and indirect. The person interviewed can talk of any topic 
he chooses for as long as he likes to a trained “listener” provided by the 
Company; he is paid his average earnings for the time thus spent. Al- 
ready over thirteen thousand workers have been thus interviewed; the 
effect has been an unquestioned improvement of morale in the plant and 
a complete revision of the Company’s method of instructing supervisors, 

The experiments I have reported have been made with workers en- 
gaged upon highly mechanized and repetitive operations. The tenta- 
tive conclusions drawn by the Company are something as follows: 

1. Total daily output is increased by rest-periods and not decreased. 
The rest period method has been extended to several departments, with 
results analogous to those of the test-room. 

2. The conditions of work during the working day have more effect on 
production than the number of working days in the week. 

8. “Outside” influences, i. e., conditions not directly relevant to the 
task, tend to create either a buoyant or depressed spirit which is re- 
flected in production. A distinct relationship is apparent between the 
emotional status of the girls and the consistency of their output. 

4. The method of the supervisor is the single most important “out- 
side” influence. Home conditions may affect the worker and his work; 
a supervisor who can “listen” and not “talk” can in many instances al- 
most completely compensate such depressing influences. 

5. Pay incentives do not stimulate production if other working con- 
ditions are wrong. A second experimental group was given a pay in- 
centive only; its production improved somewhat, but not to an extent 
comparable with the original group. A third group was set to work 
under the improved conditions, but without increased pay incentive; its 
improvement was, and is, entirely comparable with the original group. 

The general conclusion with respect to the mechanization of industry 
that seems to be indicated by these inquiries is that the mechanization it- 
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self is of no great importance in an industry that sets itself, int 
and diligently, to discover what human changes of method mu 
pany the introduction of repetitive methods of work. We cannot make 
individuals stupid; we may make them dissatisfied, psychon 


eurotic, or 
restless. It is urgently necessary that industry should give as much atten. 


tion to human as it has to material inquiry. With the institution of ade. 
quate researches, physiological, psychological, and social, society has 
nothing to fear from industrial mechanization. 
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ECONOMIC AND SOCIAL CONSEQUENCES OF MECHANIZA- 
TION IN AGRICULTURE AND INDUSTRY—DISCUSSION 


EuizaneTH F, Baxer.—I shall speak only of industrial mechanization, the 
subject of two of the three papers that have been presented. 

Both papers have stressed the inadequacy of our supervisory methods as 
mechanization advances. Both papers speak hopefully of improving these 
methods in order to cushion the impact of mechanization upon workers. Dr. 
Mayo gives a graphic description of the response of employed workers to 
enlightened supervision which helps to keep them in a “steady state” so 
that outside influences may not impair their production. Stimulating as it 
is, the report of the experiment of the Western Electric Company of Chicago 
leaves two major questions in my mind. Assuming that it is desirable for 
industry to enter into the extra-work anxieties of its employees, can the 
greatly increased overhead expense that would be incurred be met by industry 
through the ups and downs of competitive business? And second, it ap- 
pears to me highly doubtful whether “listening supervisors” of the high 
quality suggested by Dr. Mayo can possibly be found and recruited for this 
work. In the test room of the Western Electric laboratory one particularly 
successful supervisor devoted his time to six persons. Let us say that one 
such supervisor could handle the compensation needs of one hundred persons 
after the supervision system had been established in the plant. Forty thou- 
sand employees would, then, require a minimum of four hundred super- 
visors. ‘These very numbers suggest the far-reaching implications of the 
plan, as well as, perhaps, the major difficulties in making it succeed. 

Turning to unemployment caused by mechanization, Mr. Dennison vir- 
tually lays this evil also at the door of management—mechanization “‘is a con- 
sciously planned process undertaken for personal gain whose harmful con- 
sequences are predictable.” I think employers who manage less farsightedly 
than Mr. Dennison would fail to accept whole-heartedly this implied assess- 
went upon management. However, enlightened recognition of this sort cer- 
tainly carries with it the springs to action. 

I believe we can safely accept the classical generalization suggested by 
Mr. Dennison, that the volume of unemployment will not increase out of 
bounds, for the reason that man’s wants are indefinitely expansive. It ap- 
pears even more certain, however, that many instances of unemployment are 
occurring simultaneously, and will persist in occurring (unless we can pre- 
vent them), in which increased mechanization and the resulting volume of 
production prove too rapid to be accompanied by smooth adjustments in 
employment and consumption. Where this phenomenon occurs in part or 
in whole, it forces separation of workers from their work. These separa- 
tions range in their effects upon employment all the way from no unemploy- 
ment owing to immediate reabsorption of a worker at a new job in the same 
plant, to an indefinite period of unemployment with intermittent work and a 
lowered economic state. 


I believe that we are far too uninformed about the exact nature of this 
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menace to workers called ‘technological unemployment.” It is sometime 
defined as displacement of workers by improved machinery and manageria] 
technique. But what do we mean by displacement? Potential displacemen 
is that which would result from the introduction of machinery provided 4) 
other variables were impounded—such as increased demand for the produc 
and product invention, to use Mr. Dennison’s happy phrase, or transfer of 
workers to the new machines. Thus, actual displacement may be less serioys 
than potential displacement. For example, Professor Barnett estimated , 
potential displacement of thirty-six thousand men as a result of the introduc. 
tion of seventy-five hundred linotypes in the composition room of the print- 
ing industry. He discovered that actual displacements could be estimated 
at less than one-half of this number. Many hand compositors became lino- 
type operators. The actual displacement of hand compositors was far less 
than the actual displacement of hand compositing jobs. There was more job 
displacement than personal displacement. 

But here we speak only in numbers. Displacement is really concerned 
with individuals—with John Smith and Peter O’Grady. How long are thes 
displaced individuals out of work? Who among them can and who cannot 
continue to meet their installments; what ones of them are obliged to borrow 
to pay the landlord or the grocer? How is the family affected? Is the new 
work continuous. If not, how long does it endure? 

Furthermore, I believe the process of reabsorption is more complex than 
it appears on the surface. Does the reabsorption of one individual cause the 
displacement of another individual and so on down the line; and is the re- 
sult that of winnowing the less efficient from the ranks of the efficient? Push- 
ing back to the manufacture of new mechanical devices, must we not ask if 
individuals who have been displaced by new machinery tend to be reabsorbed 
in the manufacture of this machinery? 

Questions such as these must be answered before we know what is before 
us in alleviating the unemployment results of mechanization, before we can 
check repercussion of these results upon society. ‘To what extent is tech- 
nological unemployment an interruption in the continuity of employment? 
How frequently do these occur in the working life of an individual? How 
long do they last, and how do they affect social and economic status? 

Some localized investigations, such as those of Dr. Lubin and Dr. Squires, 
have already thrown light upon these questions. I have been searching for 
further light in an analysis of the invasion of modern machinery into the com- 
mercial printing pressroom. Does the displacement of a job or a process in 
this industry require the displacement of a man? If so, what happens to the 
man displaced? The answers are still in the making. Some advance find- 
ings, however, have interested me greatly. 

We appear to have in the printing industry an example of the condition 
Mr. Dennison has described as product invention actually keeping pace with 
process invention. Printers tel] me that the new machines have been added to 
meet the demand for printing, and without doubt these new methods which 
have lowered unit price have also stimulated the demand for printing. It is 
distressing that accurate output measurements have so far been impossible 
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to make. There is no unit of measurement that is satisfactory. Presses 
vary widely in kinds and sizes and speed. ‘The quality of paper varies; 
also the quality of the ink, the size of the paper, and the length of the run. 
However, the value of the product added by manufacture, according to census 
figures after adjustment for change in the value of the dollar, has increased 
122 per cent since 1914. 

In spite of this increase in the demand for printing, it is surprising to dis- 
cover in 45 representative union plants in New York City, that the increase 
in men employed has exceeded the increase in machines. During the last 
five years presses on the floor have increased from 644 to 736, or 11 per 
cent. In 1924 there were 120 men to 100 presses, and in 1929 there were 
122 men to 100 presses. Square inch printing capacity has increased some 35 
per cent, which may indicate some increase in productivity per man. 

An experimental analysis of the amount of work the new machines give to 
men as compared with the old machines also promises to throw revealing 
light upon mechanization effects. In one or two large New York plants 
where new machinery has been installed in the past five years, total charge- 
able hours (for day and night shifts) were about one-half of day shift 
capacity in 1924. These total chargeable hours rose to some three-fourths 
of day shift capacity in 1929. Moreover, in 1929 this sample measurement 
showed actual employment on the new machines to be about 120 per cent of 
day shift capacity whereas employment on the old machines fell far below 
100 per cent. 

Has there, then, been no displacement of men in the commercial press- 
room? One answer seems to be that machines have displaced individuals, 
even though they employ a greater number of men than before. Workmen 
have by no means fared alike. 

It is in the feeding of presses that the principal changes have taken place. 
The increase in the numbers of automatic feeding attachments to hand fed 
presses and in the new high speed automatic presses have marked great 
mechanical progress. Total sales by manufacturers of these machines to 
New York printers during the past sixteen years show five and a half times 
as many mechanically fed as hand fed presses. Whereas in the year 1913, 
3 times as many hand fed as mechanically fed presses were sold—the num- 
bers being 117 and 40; in 1928, 447 times as many mechanically fed as 
hand fed presses were sold—the number of hand fed being one. 

The two groups of men employed on these presses are pressmen and press 
assistants, generically known as feeders. Pressmen are highly skilled; they 
are responsible to management and customer for the success of the print- 
ing. Press assistants are trained helpers, less skilled. Many press assist- 
ants who have been hand feeders have learned to assist the pressmen in oper- 
ating the new machines. There is a round number who still can only hand 
feed. Here there is actual displacement to be found. The hand feeders 
appear increasingly unable to hold their own. 

Hand feeders in the 45 plants studied have decreased in number during the 
past five years from 282 to 189 men, or 1814 per cent. Operating press assist- 
ants have increased enough to make the total number of press assistants 
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now employed 9 per cent greater than the number employed in 1924—a ne 
increase of 41 men. The employment of press assistants as a whole has 
fallen substantially behind the employment of the pressmen. As compared 
with the increase of 41 assistants, 85 pressmen have been added—marking 
a 26 per cent increase of pressmen to compare with the 9 per cent increase 
of assistants. Thus the employment of press assistants has not kept pace 
with the installation of machines. It looks as though press assistants in New 
York are being displaced by pressmen as well as by machines. 1 

Analysis of these changes provokes a long line of questions. It raises in- 
teresting points in regard to skill and in regard to age. The position of 
the unions involved is certainly a factor. Do the interests of the pressmen’s 
union coincide with the interests of the press assistants’ union? What can 
the officers of the press assistants do to keep their men at the machines? 
Would not adequate facilities for teaching operation of the new machines he 
of help to press assistants in their struggle for survival? What can man- 
agement do to meet the harmful effects of mechanization? I find that my 
tentative answers to these questions coincide in spirit with the emphasis that 
has been urged by the previous speakers upon enlightened supervision and 
statesmanship among the leaders. 
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MINUTES OF THE BUSINESS MEETINGS OF THE AMERICAN 
ECONOMIC ASSOCIATION HELD IN WASHINGTON, D.C., 
DECEMBER 27-30, 1929 


The first business meeting of the American Economic Association was held 
at the Hotel Washington, December 28, 1929, at 9:00 a.m., with President 
Gay presiding. 

The minutes of the meeting of December 29, 1928, were approved as 
printed in the Proceedings of the Forty-first Annual Meeting, pp. 252-253. 

The following reports were read and adopted: 

(1) The Secretary,* Mr. Deibler. 

(2) The Treasurer,? Mr. Deibler. 

(3) The Auditing Committee,* Mr. Deibler for Mr. Eric Kohler. 

(4) The Managing Editor,* Mr. Dewey. 

(5) The Finance Committee,> Mr. Deibler for Mr. C. H. Crennan. 

(6) Mr. Willcox as a representative to the A.C.L.S.* made a statement 
of the work of that organization during the past year. It was voted that the 
Secretary be authorized to print such portions of this statement as seem of 
interest to members of this Association. 

(7) Voted: To receive the report from the Joint Census Advisory Com- 
mittee,” and that it be entered in the Proceedings of the Association. 

(8) Voted: That the report of Mr. L. C. Marshall, representative to the 
Social Science Research Council,*® be received and entered in the Proceedings. 

(9) Mr. L. C. Marshall read a report from the committee co-operating 
with the American Association of Collegiate Schools of Business.® 

Voted: To receive the report and to refer the recommendations of the 
Committee to the Executive Committee for further consideration. 

Voted: That the recommendation to discharge the Committee be approved. 

(10) Voted: That the report of the Committee on Reprints and Transla- 
tions be received and the Committee continued. 

Voted: That the following persons be named a Committee on Resolutions: 
J. P. Adams, S. J. Coon, H. E. Hoagland, C. S. Tippetts, and Abraham 
Berglund, Chairman. 

Adjourned. 


The second business meeting of the American Economic Association was 
held at the Hotel Washington, December 30, 1929, at 9:00 a.m., with Presi- 
dent Gay presiding. 


*See p. 184. 
*See p. 187. 
*See p. 188. 
*See p- 194. 
*See p. 198. 
*See p. 205. 
"See p. 196. 
*See p. 199. 
*See p. 202. 
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The minutes of the meeting of December 28, 1929, were read and approved, 

Mr. Dewey made the following report concerning the social science gb. 
stracts journal. 

As a member of the board of editorial organization of Social Science Ab. 
stracts representing the American Economic Association, I have the follow. 
ing report to submit: 

The first issue of this new journal was published in February, 1929, unde 
the editorship of Professor F. Stuart Chapin and a staff of five associate 
and assistant editors. In addition there are twenty-seven foreign advisory 
editors. In order to complete a full volume of twelve numbers in this current 
calendar year, double numbers were issued in June and December. The 
total number of pages printed in this first volume is 1,573, covering 11,093 
titles appearing in some 3,000 different journals. Most of the articles are 
annotated either by members of the staff or by outside experts, numbering 
over 1,500; 300 of these are foreigners. An annual index of the contents 
of this first volume will shortly appear; and this will contain some 45,000 
entries of authors and subjects. 

The earnest attention of members of the American Economic Association is 
directed to the need of enlarging the circulation of this new journal. It is 
hoped that members of the Association interested in scholarly research will 
use their influence in securing new subscribers. The journal is published 
at far less than cost; additional grants of aid cannot be expected after the 
present subsidy is exhausted unless there be a conviction that the journal is 
serving a wide constituency. The establishment of a journal of this character 
is a difficult project, and there are gaps which need to be filled. The editor- 
in-chief, Dr. Chapin, has asked me to invite a free expression of opinion 
as to any short-comings in the hope of constant improvement. 

It was voted to approve the report and place it in the records of the As- 
sociation. 

Mr. Keikhofer presented the following resolutions from the Social Science 
Research Council, and stated that the same resolutions were being presented 
to the American Statistical Association and to the American Sociological So- 
ciety: 

Wuereas, The Social Science Research Council has after careful study out- 
lined a project for increasing our knowledge of the consumption habits of 
the American people, and 

Wuenreas, This project can best be realized under federal auspices and with 
governmental support, and 

Wuereas, This project when completed will serve the agencies of govern- 
ment, of business, of social well being and of social science 

Resolved, That the American Economic Association records itself as favor- 
ing the investigation as planned by the Social Science Research Council, 

That the Association urges that the investigation be undertaken as soon as 
feasible, 

That these resolutions be transmitted to the President of the United States 
with the request that he lend his support to the project and refer it to the 
appropriate agency for early execution, and 


T 
0-0 
duct 
A 
ize t 
dent 
T 
annt 
mitt 
anni 
bee 
bot! 
the 
be t 
the 
Wa 
con 
Am 
Un 
Un 
ing 
add 
in 
nor 
) 
Wi 
H 
ex] 


‘oved, 


ab- 


e Ab- 


under 
OCiate 
risory 
rrent 

The 
1,093 
S are 
ering 
itents 
5,000 


ion is 

It is 
will 
lished 
r the 
nal is 
racter 
ditor- 
inion 


As- 
ience 
ented 


So- 


y out- 
its of 


| with 


tates 
o the 


Minutes of the Business Meetings 188 


That the American Economic Association pledges its cordial support and 
co-operation to whatever agency is entrusted by the President with the con- 
duct of the investigation. 

After some discussion it was voted to approve the resolution and to author- 
ize the President of the Association to send a copy of the same to the Presi- 
dent of the United States. 

The Secretary read a list of the invitations for the place of holding the next 
annual meeting. It was voted to refer this question to the Executive Com- 
mittee with power. 

Mr. Berglund reported for the Committee on Resolutions as follows: 

Wuereas, The arrangements and facilities for holding the sessions of the 
annual meeting of the American Economic Association in Washington have 
been so satisfactory and handled in such a manner as to make the meetings 
both a source of fruitful exchange of views and a means of social intercourse 
therefore be it 

Resolved, That the thanks of the officers and members of the Association 
be tendered by the Secretary: 

First, to Mr. Lynn R. Edminster, Chairman, and the other members of 
the Committee on Local Arrangements and to the management of the Hotel 
Washington who extended their accommodations with such cordiality for the 
conduct of the meetings and, 

Second, to the Brookings Institution, George Washington University, 
American University, Georgetown University, Catholic University, and the 
University of Maryland and to Major General Wendell C. Neville of the 
United States Marine Band who furnished such a pleasant and entertain- 
ing reception to the visiting organizations on the evening of the presidential 
addresses (December 28, 1929). 

J. P. Apams 

S. J. Coon 

H. E. Hoacranp 

C. S. Tiprerrs 

AsraHAM Berciunp, Chairman 


The resolutions were adopted and the Secretary authorized to send copies 
in accordance with the instructions contained therein. 

Mr. Blakey reported for the Nominating Committee the following list of 
nominations : 

President: M. B. Hammond, Ohio State University. 

Vice-Presidents: B. H. Meyer, Inter-State Commerce Commission ; George 
0. May, Price Waterhouse and Company, New York. 

Secretary-Treasurer: F. S. Deibler, Northwestern University. 

Executive Committee: Stuart Daggett, University of California; Joseph 
Willetts, University of Pennsylvania. 

Editorial Board: F. B. Garver, University of Minnesota; N. S. B. Gras, 
Harvard University. 

Program Committee: H. E. Hoagland, Ohio State University (to fill un- 
expired term of M. B. Hammond); Jacob Viner, University of Chicago. 
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Representative to Social Science Research Council: H. A. Millis, Up; 
versity of Chicago. 
H. R. Seacer, Chairman 
Georce E. Barner 
H. H. Bursank 
Roy G. Biakry 
There being no additional nominations, the persons nominated were unan; 
mously elected. 
Adjourned. 


REPORT OF THE SECRETARY OF THE AMERICAN ECONOMIC 
ASSOCIATION FOR THE PERIOD ENDING 
DECEMBER 14, 1929 


In reporting the activities of the Association during the year just closiz 
I am including the minutes of all meetings of the Executive Committee helj 
during the year. 

(1) Minutes of the first meeting of the 1929 Executive Committee: 


The first meeting of the Executive Committee of the American Economic Associ 
tion for the year 1929 was held in the Century Club, New York City, March 30, 192 
at 6:30 p.m. There were present: President Edwin F. Gay, presiding, and Mess 
Bogart, Catchings, Daniels, Day, Deibler, Dewey, Ely, and Fairchild. 

Voted: To recommend that the funds previously appropriated as an advance fo 
the preliminary work in connection with the Encyclopaedia of the Social Science 
be made a permanent grant for the prosecution of this project. 

Voted: To approve the carrying of advertising in the Review, if, in the opinic 
of the Managing Editor and the Secretary, this matter seems feasible. 

Voted: That the chairmen of round tables be informed that it is the opinion of th 
Executive Committee that these sessions be limited to two papers of not to exceei 
fifteen minutes each. This action was taken for the purpose of fostering more gen 
eral and spontaneous discussion. 

Voted: That $100.00 be added to the salary of Gertrude Tait, Assistant to th 
Secretary. 

Voted: That a committee be appointed to consist of Professors T. S. Adams, W 
M. Daniels, E. E. Day, F. S. Deibler, and E. F. Gay to draft an appropriate resol 
tion in regard to the untimely death of Professor Allyn A. Young. 

Voted: That the next annual meeting be held in Washington, D.C., December 
to 30, 1929. 

Voted: That the President and Secretary be authorized to appoint a chairman 0 
the Committee on Local Arrangements. 

Adjourned. 


(2) Minutes of the second meeting of the 1929 Executive Committee: 


The second meeting of the Executive Committee of the American Economic A: 
sociation for the year 1929 was held in Hotel Washington, Washington, D.C., Decem 
ber 28, 1929. There were present: President Gay, presiding, and Messrs. Day, Deibler, 
Dewey, Dowrie, Ely, Fairchild, and Kiekhofer. 

Voted: That the Secretary bring to the attention of the secretaries of the associ 
tions that generally meet at the same time and place with the American Economic 
Association a proposed plan for determining the place of annual meetings. 

Voted: That the President of the Association appoint two delegates to the Fiftiet 
Anniversary of the American Society of Mechanical Engineers to be held in Ne 
York City, and in Washington, D.C., April 5, 7, 8, and 9, 1980. 

Voted: That the Secretary be requested to study the plans and experience of thos 
scientific associations that provide for branches and report to the Executive 
mittee. 
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Voted: That the request of the Educational Conservation Society be laid on the 
able. 

Voted: That the present President be authorized to appoint a representative of 
he American Economie Association to the Joint Census Advisory Committee. 

Voted: That Mr. John E. Walker of Washington, D.C., be reappointed counsel for 
he Association for the year 1930. 

Voted: To deny the request of Professor Seligman that the Association present 
set of the Encyclopaedia of the Social Sciences to each of our representatives on 
e Joint Advisory Committee of that project, because it was the thought of the 


yishing to make suggestions of topics for the program for the next annual meeting 
should place these in the hands of the President not later than May 1. 

Voted: That the question of establishing a permanent headquarters for the As- 
ciation should be made an item of business for the next meeting of the Executive 
‘ommittee. 

Voted: That the honorarium of the managing editor be increased from $1,500 to 
£2,500. 

Voted: That Mr. Dewey be appointed to attend the conference of secretaries held 
der the auspices of the American Council of Learned Societies at which the problems 
»f publications will be the main topic for discussions. This appointment is made at 


Voted: That the publication of Handbook be postponed for the year 1930. 
Adjourned. 


The office of the Secretary has been occupied with the ordinary routine of 
he Association, the details of which are of small interest to the member- 
ship, but which bulk rather large during the course of a year. 

The Proceedings of the last annual meeting were edited and published 
ss a supplement to the March issue of the Review. 

Arrangements have been completed with the List-Gesellschaft by which 
nembers of the American Economic Association may secure the publications 
of that organization at reduced rates. The detailed announcement of the 
onditions will be published later. 

The co-operation with the Pollak Foundation and the Adelphi Publish- 
ing Company was continued and circulars announcing the reduced rates were 
mailed to members of the Association. 

The Secretary attended the meeting of the secretaries of the constituent 
societies of the American Council of Learned Societies at which the practice 
and procedure of the various learned societies were discussed. 

In accordance with a vote of the Executive Committee, a request is now 
pending before the Postoffice Department for the privilege of carrying ad- 
vertising in the publications of the Association. 

A special committee was appointed to take appropriate notice of the un- 
timely death of Professor Allyn A. Young. This report appears in the June 
isue of the Review. 

During the year President Gay made the following appointments: 

Nominating Committee: H. R. Seager, Chairman, G. E. Barnett, Roy G. 
Blakey, E. L. Bogart, H. H. Burbank, H. L. Reed. 

Committee on Reprints and Translations: E. R. A. Seligman, Chairman, 
Jueob H. Hollander, N. S. B. Gras, Frank H. Knight, Stuart Daggett. 
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Committee on Local Arrangements: Isador Lubin, Chairman. In the ab- 
sence of Dr. Lubin this a was assumed by Dr. Lynn R. Edminster. 

Auditing Committee: FE. L. Kohler, H. Baumann. 

Committee on Honorary ma Davis R. Dewey, Chairman, Clive Day, 
L. C. Marshall, J. M. Clark. 

Appointed to represent the Association at the one hundred and seventy- 7 
anniversary of Columbia University: E. R. A. Seligman. 

In accordance with the policy adopted by the Executive Committee, th 
President and Secretary approved the request of Gregory Hankin of th 
Legal Research Service, Washington, D.C., to circularize the membership of 
the Association by the use of the Association’ s addressograph list. 

The following table shows the present status of the membership and the 
changes that have occurred during the year ending December 14, 1929, the 
date of closing the books of the Association. 

Members and subscribers in December, 1928 3614 
Annual members in December, 1928 2,620 
Members resigned in 1929 

Members removed for lack of address 


Members dropped for nonpayment of dues 
Annual members died 


New members in 1929 


Total annual members in December, 1929 


Life members in December, 1928 
Life member added in 1929 
Life members removed in 1929 


Total life members in December, 1929 


Honorary members in December, 1928 
Honorary members added in 1929 ; 


Total honorary members in December, 


Total members in December, 1929 2,766 


Subscribers in December, 1928 . 
Subscribers discontinued in 1929 
New subscribers in 1929 
Total subscribers in December, 1929 
Total members and subscribers in December, 1929 


Net Gain . 


The net gain for the year of 134, consisted of 56 members and 78 sub- 
scribers. 

The plan adopted a few years ago of relying mainly upon graduate st 
dents and members of the instructional staffs of the colleges and universities 
of the country who have been recommended for membership has proven it 
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Report of the Treasurer 


(1) Line 8 on page 187 should be: | 
“and have thus made the maintenance of the membership an 
easy task.” 


WILLIAM H. Brxsy (Life member) Grorce Tuomas Jones 
Joun B. Bioop Max 
\rrHur J. Boynton Avotpu J. Licutsrern 
Cuartes W. Brown W. S. Rossrrer 
Howarp EL.iotr Artuur C. Rounps 
Harvey D. GouLpEer Martin J. SHUGRUE 
Frevertck B. HAwLey Ernst STern 
C. Apert Strauss 
Jeremtan W. JENKS Grorce Peanopy Wermone (Life member) 
N, JoHANNSEN Raven R. WHITeHeaD 
BRECKENRIDGE JONES Detos F. Wiicox 
A. A. Jones Attyn A. Youne 

Respectfully submitted, 

F. S. Deister, 


Secretary 


REPORT OF THE TREASURER OF THE AMERICAN ECONOMIC 
ASSOCIATION FOR THE YEAR ENDING 
DECEMBER 14, 1929 


The report of the Treasurer covers the period from December 15, 1928, 
to December 14, 1929, and is based upon the report of the Auditing Com- 
mittee. Some additional interpretation of the figures contained in that 
report may assist the membership in securing a fuller understanding of the 
financial operations of the Association during the fiscal year. 

The current assets and current liabilities of the Association are shown 
on the balance sheet (Exhibit I). The income and expenditures are shown 
on Exhibit II. The net income for the year was $3,140.87, which brings 
the total assets of the Association to $41,546.68, an increase of $8,492.02 
in the last five years. 

The income of the Association was $126.31 in excess of the preceding year. 
The expenses were $2,703.86 less. These expense items vary considerably 
from year to year. The most important fluctuation is in connection with the 
publication of the biennial Handbook, which cost in 1928, $934.07. The 
printing expenses, including both the Review and the Proceedings, were 
$454.61 less in 1929 than in 1928, which is explained largely by 60 pages less 
in the Review and 21 in the Proceedings. We published a total of 169,000 
copies of the Review in 1929 as against 168,000 in 1928; whereas we pub- 
lished 4,100 copies of the Proceedings as against 4,200 in 1928. 

There has been a change in certain other items of operating expense that 
may be explained as follows: There has been a decline of $268.31 in office 
salaries, an item that fluctuates on account of the work on the Handbook. 
The expenses of the annual meeting were $160.70 less than a year ago; 
whereas the expenses of the Executive Committee were $172.45 more than the 
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self successful. The Secretary wishes to express his appreciation of the co- 
operation of the large number of members who have sent in nominations 


During the year the deaths of the following members have been reported 
and their names have been removed from the membership list: 


H. Brxsy (Life member) Grorce Jones 
Joux B. Bioop Max 
Agrucr J. Boynton J. Licutsrern 
Cuantes W. Brown W. S. Rossrrer 
Howarp Artuur C. Rounps 
Harvey D. Gourper Martin J. SHUGRUE 
Frevenick B. Hawtey Ernst Srern 
C. Hi. Apert STRavss 
W. JENKS Gerorce Pranopy Wetmore (Life member) 
N. JoHANNSEN R. WHITEHEAD 
BRECKENRIDGE JONES Devos F. Wiicox 
A. A. Jones Attyn A. Younes 

Respectfully submitted, 

F. S. 


Secretary 


REPORT OF THE TREASURER OF THE AMERICAN ECONOMIC 
ASSOCIATION FOR THE YEAR ENDING 
DECEMBER 14, 1929 


The report of the Treasurer covers the period from December 15, 1928, 
to December 14, 1929, and is based upon the report of the Auditing Com- 
mittee. Some additional interpretation of the figures contained in that 
‘teport may assist the membership in securing a fuller understanding of the 
financial operations of the Association during the fiscal year. 

The current assets and current liabilities of the Association are shown 
on the balance sheet (Exhibit I). The income and expenditures are shown 
on Exhibit II. The net income for the year was $3,140.87, which brings 
the total assets of the Association to $41,546.68, an increase of $8,492.02 
in the last five years. 

The income of the Association was $126.31 in excess of the preceding year. 
The expenses were $2,703.86 less. These expense items vary considerably 
from year to year. The most important fluctuation is in connection with the 
publication of the biennial Handbook, which cost in 1928, $934.07. The 
printing expenses, including both the Review and the Proceedings, were 
$454.61 less in 1929 than in 1928, which is explained largely by 60 pages less 
in the Review and 21 in the Proceedings. We published a total of 169,000 
copies of the Review in 1929 as against 168,000 in 1928; whereas we pub- 
lished 4,100 copies of the Proceedings as against 4,200 in 1928. 

There has been a change in certain other items of operating expense that 
may be explained as follows: There has been a decline of $268.31 in office 
salaries, an item that fluctuates on account of the work on the Handbook. 
The expenses of the annual meeting were $160.70 less than a year ago; 
whereas the expenses of the Executive Committee were $172.45 more than the 


188 American Economic Association 


previous year. These changes are explained largely by differences in the 
traveling expenses of the officials of the Association. 

The Association still has 528 copies of the Economic Essays that are carried 
at an inventory figure of $1,267.20. The members can secure copies of these 
volumes at $2.65 per volume, which is less than the actual cost to the As- 
sociation. 

The investments now amount to $31,000 par, cost, $80,569.48, with an 
annual interest yield of $1,575.44. The complete list of holdings and tran- 
sactions for the year can be found in the report of the Finance Committee, 

The Association can continue to operate on the present basis with the in- 
come now available, but would require additional funds if permanent head- 
quarters were established or if any significant change were adopted in the 
direction of fostering or encouraging research projects. 

Respectfully submitted, 
F. S. 
Treasurer 


REPORT OF THE AUDITING COMMITTEE 


Chicago, Illinois, 


December 21, 1929. 
Executive Committee, » 1929 


American Economic Association, Incorporated, 
Evanston, Illinois. 


Dear Sims: 

We have completed the audit of the books and records of the American 
Economic Association, Incorporated, for the year from December 15, 1928, 
to December 14, 1929, and herewith submit our report together with the fol- 
lowing statements: 

Ezhibit Number 
Balance sheet—December 14, 1929 I 
Statement of income and expense— 
Year ending December 14, 1929 II 


Results from Operations 
Net income for 1929 was $3,140.37, an increase of $2,829.67 over the 
previous year. As shown by the following summary, income increased only 
$126.31 whereas expenses declined $2,703.86, 18.07% less than in 1928: 


Year ending Increase 
Particulars December December or 
15, 1928 14, 1929 decrease 


Income from 
$ 18,851.25 $ 18,480.75 $ 79.50 

Investments and bank balances 1,916.90 1,965.30 48.40 


Total income $ 15,271.85 $ 15,898.16 $ 12631 
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Expenses and costs 
Administrative and other operating ex- 
penses 78 $ 5488.09 $ 1,048.69 
Publication ’ 
12,107.02 1,206.13 
5,264.45 84.81 
72.87 363.73 


$ 12,257.79 $ 2,708.36 


$ 8,140.87 $ 2,829.67 


The larger administrative expense in 1928 was due primarily to the cost 
of publishing the 1928 biennial handbook ($934.07). 


The decreases in publication costs may be summarized as follows: 


Expenses Year 
1928 


The line at the end of the table which summarizes publication 
costs (page 189) should read as follows: 


“Total $18,813.15 $12,107.02 $1,206.13” 


This is the line which now reads: 
* Assets 15,1928 14,1929 decrease” 


sale of Economic Essays. Fifteen copies of this volume were sold at cost to 
the members from the Association’s stock. 


Balance Sheet 


Cash in banks was reconciled with bank statement, certificate of deposit, 
and savings pass books. A list of securities held in trust was received from 
the State Bank and Trust Company of Evanston. Changes in the equipment 
account were verified. 

Unearned dues and subscription income were supported by detailed 
schedules. The change in the Membership Extension Fund represented the 
cost of issuing invitations to prospective members. 


Changes in Financial Condition 


As shown by the following summary of changes in financial condition, the 
surplus of the Association at December 14, 1929, was $27,893.36: 


Increase 
December December or 
15, 1928 14, 1929 decrease 


Cash and cash funds $ 5,570.14 $ 7,005.46 $ 1,485.82 
Investments, at cost, plus accrued interest .... 30,076.15 $2,071.67 1,995.52 
Receivables (net) 211.11 18.29 
Inventories, at cost 
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Expenses and costs 
Administrative and other operating ex- 
penses 18 $ 5,488.09 1,048.69 
Publication ’ 
12,107.02 1,206.13 
6,264.45 84.81 
72.87 863.73 


$ 12,257.79 2,703.36 


$ 8,140.87 2,829.67 


The larger administrative expense in 1928 was due primarily to the cost 
of publishing the 1928 biennial handbook ($934.07). 


The decreases in publication costs may be summarized as follows: 


Increase 
Year or 
1928 1929 decrease 


5,321.95 $ 4,927.62 $ 394.33 
Contributions 1,828.75 188.25 
Moving to Menasha ‘ 853.60 
Proceedings 1,865.25 60.28 
Other costs J 8,985.40 86.17 


Assets 


Royalties of $72.87 were received from The Macmillan Company on the 
sale of Economic Essays. Fifteen copies of this volume were sold at cost to 
the members from the Association’s stock. 


Balance Sheet 


Cash in banks was reconciled with bank statement, certificate of deposit, 
and savings pass books. A list of securities held in trust was received from 
the State Bank and Trust Company of Evanston. Changes in the equipment 
account were verified. 

Unearned dues and subscription income were supported by detailed 
schedules. The change in the Membership Extension Fund represented the 
cost of issuing invitations to prospective members. 


Changes in Financial Condition 


As shown by the following summary of changes in financial condition, the 
surplus of the Association at December 14, 1929, was $27,893.36: 


Increase 
December December or 
Assets 15, 1928 14, 1929 decrease 


Cash and cash funds $ 5,570.14 $ 17,005.46 $ 1,485.82 
Investments, at cost, plus accrued interest .... 30,076.15 82,071.67 1,995.52 
Receivables (net) 211.11 18.29 
Inventories, at cost 


189 
Total expenses and costs ..............$1496.15 
Net income 310.70 
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Economic Besays 1,803.20 1,267.20 $6.00 
Cover stock ...... 3802.64 207.87 94.77 
Stamped envelopes ..............0sseeeees 214.28 115.44 98.85 

Furniture, fixtures and bound periodicals, at 

Reserve for depreciation on furniture and 
$ 38,438.78 $ 41,546.68 $ 8,107.99 
a 


Liabilities and net worth 
Accounts payable to Banta Publishing Company .$ 79.54 $ 48.62 $ 30.52 


Unearned income ..... 2,293.76 2,289.86 3.90 
Membership extension fund .............-..000. 5,262.49 5,064.84 197.65 
6,100.00 6,250.00 150.00 
Surplus 
Balance—December 15, 1928 ..............- 24,702.99 24,702.99 
Net income—Year 1929 8,140.37 3,140.87 
Transfer from life memberships to surplus— 
Total liabilities and net worth ......... $ 38,438.78 $ 41,546.68 $ 8,107.90 


The increases in surplus and life memberships were applied to increase 
the cash and investments. 
We found the records of the Association in excellent condition. 
Very truly yours, 
E. L. 
H. P. Baumann 
Auditing Committee. 
EXHIBIT I 


AMERICAN ECONOMIC ASSOCIATION, INCORPORATED 
SHEET, Decemser 14, 1929 


Assets 
Current ASSETS: 
Cash in banks— 
State Bank and Trust Company, 
Evanston, Illinois— 


Checking account .................-8 1,270.94 
Central Trust Company, Cambridge, 
Massachusetts—Savings account .... 4471.27 $ 17,005.46 
Interest accrued thereon .................. 502.19 $2,071.67 
Receivables— 
Membership dues $ 286.25 
Total receivables $ 871.11 
Less—Reserve for doubtful accounts .. 160.00 211.11 
Inventories, at cost— 
Cover stock ........ 207.87 


Stamped envelopes 115.44 1,690.51 40,878.75 


Fi 
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Foanirure, AND Bounp Periopicats, aT 


Less—Reserve for depreciation ....... 456.38 667.93 
eiihd Liabilities and Net Worth 
1.90 Current LIABILITIES: 
= Account payable to George Banta Publishing 
$ 48.62 
1.92 Unearned income— 
3.90 Membership dues $ 6588.75 
1.65 1,751.11 2,289.86 $ 2,388.48 
MempersuHie Exrension Funp ................ 5,064.84 
Net WorTH: 
0.37 Life memberships $ 6,250.00 
Surplus unappropriated— 
0.00 Balance—December 15, 1928, per audit 
7.90 Excess of income over expenses, year 
oe ending December 14, 1929 (Ex- 
ase Transfer from life memberships due to 
death of two life members ........ 50.00 27,893.86 34,143.36 
Total liabilities and net worth .. $ 41,546.68 
EXHIBIT II 
. AMERICAN ECONOMIC ASSOCIATION, INCORPORATED 


STATEMENT OF INCOME AND EXPENSES 
Year Enpryo Decemser 14, 1929 
Particulars Amount 
Income From DveEs: 
Regular members (less $207.50 defaulted dues 
unpaid at December 14, 1929) ........ $ 12,763.25 
Subscribing and contributing members .... 667.50 $ 138,430.75 
Orner INCOME: 
Income from investments— 
Interest earned on— 


Certificates of deposit ............ 142.79 
$ 1,718.23 
Interest earned on savings and checking 
Royalties on Economic Essays ........... ' 72.87 
Miscellaneous income ...................-. 2.11 2,040.28 
ADMINISTRATIVE AND OTHER OPERATING EXPENSES: 
322.45 
Stationery and printing .................. 122.94 


Telephone and telegrams ................. 56.27 
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Executive committee expense .......... sab 453.87 
American Council of Learned Societies .... 135.50 
Repairs to office equipment .............. 27.01 

42.20 


Loss on sale of typewriter ..... 


Other expenses . 80.51 $ 5,488.09 


PusuiicaTion Expense: 


1,500.00 
1,828.75 
Editorial expenses and supplies ............ 2,266.22 
Editor’s traveling expense ................ 90.37 
Sundry publication expense ............... 128.81 

Total publication expense ......... $ 12,107.02 


Publication income— 
Subscriptions other than 


from members .......$ 4,574.51 
Sales of copies ..... faa 689.94 5,264.45 6,842.57 


Total expenses ....... 12,330.66 


Net income for year 


(Exhibit I) ....... $ 3,140.37 


REPORT OF THE FINANCE COMMITTEE 


During the year ending December 14, 1929, the following additions were 
made to the list of investments of the Association: 


Par Cost 
Chicago Rock Island and Pacific Equipment Trust, Series 
United Biscuit Company, 6%, due 1942 .......--..22-eeeee 1,000.00 983.25 


The total investments of the Association now amount to $31,000.00, par; 
cost, $30,569.48. The annual interest on this list amounts to $1,575.44. 
The securities are held in trust by the State Bank and Trust Company of 
Evanston, Illinois. The Bank makes a charge of $1.00 per year per thousand 
dollars for their safe keeping of the securities and for notifying the Associa- 
tion that a security has been called. 

The investment list stands as follows: 


Par Value 
Armour and Company of Delaware, Ist and Ref., 20 yr., 5%, Ser. A.....§ 2,000.00 
Bell Telephone Co. of Pa., Ist and Ref., 2,000.00 
Louisville Gas and Electric Co., Ist. 1,000.00 
Northern Pacific Railway Co., Ref. 6%.............cccccccecceeeccees 5,000.00 
Pacific Gas and Electric Co., Ist and Ref. 542%. 2,000.00 
Illinois Bell Telephone Co., Ist 2,000.00 
Illinois Central Railroad Co., Ist. and Ref. 5%.......-....0-0eeeeeees 2,000.00 
Standard Milling Co., Ist and Ref. 549%. 1,000.00 


4 


were 
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Great Northern Railway Co. Gen. Series “A” 7%...............0.0.000 1,000.00 
Southern Illinois and Missouri Bridge Co. 4%........................ 1,000.00 
Crown Willamette Paper Co. Ist 1,000.00 
U. S. of America, 4th Liberty Loan 4144%.... 2,000.00 
National Dairy Products Corp., 514%. 1,000.00 
Ohio Power Co., Ist and “DD” 446%... 1,000.00 
Chicago, Rock Island and Pacific Equip. Trust. “P,” 4144%............... 1,000.00 
$ 31,000.00 


It is the practice of the Committee to have the list checked twice yearly 
to make certain that the funds of the Association are properly invested. 
Respectfully submitted, 
C. H. Crennan, Chairman 
Catcuines 
F. S. 
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REPORT OF THE MANAGING EDITOR OF THE AMERICAN 
ECONOMIC REVIEW FOR THE YEAR ENDING 
DECEMBER, 1929 


In 1928 the figure submitted for the budget of this year was $10,550.00, 
The actual cost of the Review during the past year was $10,022.59. There 
are a few outstanding accounts which are properly to be assigned to this 
year’s expenditures; but these will not amount to more than $100.00. The 
expenditures, therefore, were $321.73 less than in 1928. In part this is due 
to a decrease in the number of pages printed—768 for 1929 as compared 
with 828 for 1928. This decrease, in turn, is in part due to the omission of 
the periodical abstracts. 


The average per issue number of copies printed this year was 4,225, or 
25 more than in 1928. 


By principal items the cost of the Review during 1929 was as follows: 


Supplies .... 261.72 

$ 10,022.59 


On the basis of printing 4,200 copies the following budget for 1930 is 
submitted: 


Printing (paper, re pestage, $ 5,000.00 

$ 11,500.00 


The following persons have served as editors during the past year: Pro- 
fessor John Ise and Professor Frank H. Knight, whose terms expire this 
year; Professor J. M. Clark and Dr. E. G. Nourse, whose terms expire in 
1980; and Professor I. L. Sharfman and Professor Sumner H. Slichter, 
whose terms expire in 1931. 

In the report of last year it was noted that the new journal, Social Science 
Abstracts, would undertake the abstracting of periodicals and that this sec- 
tion would be dropped from our journal. This has been done. 

During the past year 149 persons have co-operated in the preparation of 
the Review, including leading articles, communications, reviews, and docu- 
ment notes. 

Appended are the comparative tables showing the distribution of contents 
and cost by principal items, in the continuation of tables previously given. 

Davis R. Dewey, 
Managing Editor 
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Tasie I—Paces Given to Eacu Section 


New | Documents, 
Reviews | books | reports, | Periodical | Theses | Totals 
listed etc. 

304 62 89 133 40 8 978 
298 101 110 186 41 ll 1038 
268 104 141 167 43 8 1078 
243 136 113 166 85 10 1030 
257 90 142 144 42 14 1003 
256 91 90 140 46 18 1024 
192 110 127 120 42 15 984 
157 91 112 99 41 17 906 
163 154 103 95 47 12 948 
109 155 98 122 42 15 936 
103 133 39 117 88 ll 772 
91 159 35 124 37 18 752 
122 184 26 118 48 14 800 
110 191 23 113 42 18 836 
131 178 27 110 38 23 832 
187 184 15 108 43 27 784 
120 195 32 114 42 27 792 
lll 176 12 121 45 28 828 
181 173 18 1 52 28 768 


TasLe 


130 is 
Year Printing Clerical Supplies Totals 
1911 $2495.18 $1500.00 $1320.25 $ 865.50 $413.51 $ 6730.59* 
1912 8220.83 1500 .00 1114.50 794.89 292.68 6922.90 
1913 8328.01 1500.00 1268.35 983.09 825.10 7404.55 
1914 3023.62 1500.00 1312.25 1236.29 459.18 7531.34 
1915 2834.91 1500.00 1210.00 1171.87 286 .86 7003 .64 
1916 $257 .27 1500 .00 1423 .00 1173.98 339.86 7694.06 
1917 3762.37 1500 .00 1267.00 1151.30 $26.01 8006 .68 
1918 3497.73 1500.00 1203 .25 1260 .06 332.73 7793 .77 

Pro- 1919 5049.50 1500.00 1231.50 1825.93 847.84 9454.77 

this 1920 6656.31 1500 .00 1122.75 1595 .64 307.20 11181.90 

1921 5646.97 1500 .00 64.50 1472.50 319.97 9003 .94 

re in 1922 4795.28 1500 .00 —_— 1370.00 314.77 7980.05 

daw, 1923 | 5032.59 | 1500.00 --- 1650.09 | 437.86 | 8620.54 
1924 5423.28 1500 .00 1110.25 1464.01 805.32 9802 .86 
1925 5713.01 1500.00 1133.50 1757 .32 406 .36 10510.19 

jence 1926 5332.24 1500 .00 1128.00 1589.86 323 .43 9873 .53 
1927 5619.20 1500 .00 1013.75 1806.50 297 .25 10236 .70 

1928 5321.95 1500 .00 1190.50 1956.50 375.37 10344 .32 
1929 4927 .62 1500 .00 1828.75 2004.50 261.72 10022 . 59 

on of * Includes $136.15, traveling expenses of editors. 

docu- 

tents 

en. 

EY, 


tor 


N — 
Year | Leading 
articles 
ion | 342 
0.00, 1912 291 
here 1913 $47 
>» this 1914 587 
T 1915 $14 
he 1916 388 : 
S due 1917 378 
1918 389 
pared 1919 374 
on of 1920 395 
1921 331 
1922 293 
5, or 1923 298 
1924 339 
1925 $25 
1926 270 
: 1927 262 
1928 335 
1929 | 315 
H 
i) 
\ 


REPORT OF JOINT ADVISORY COMMITTEE TO THE DIRECTOR 
OF THE CENSUS 


The Joint Advisory Committee of the American Statistical Association and 
the American Economic Association to the Director of the Census held two 
meetings during 1929: the first on April 18; the second on October 18 and 
19. 

At the earlier meeting the following minute about the deaths of W, S. 
Rossiter and Allyn A. Young was entered on the record and sent to the widows 
of the deceased members: 

The Census Advisory Committee hereby records its sense of irreparable loss 
in the deaths since its last meeting of W. S. Rossiter and A. A. Young. 

The original organization of the Committee was due more to Rossiter than 
to any other man. He realized that it might be useful, laid the plans before 
a few associates who joined with him in persuading both the Secretary of 
Commerce and the two co-operating societies to experiment in this untried 
field. He was the Chairman of the Committee from that time till his death 
and what success it has had is due more to his knowledge of census work, 
his tact, sound judgment, and energy than to any other cause. 

Young was also a member of the Committee from the start and so long 
as his work lay on this side of the Atlantic. His broad knowledge of sta- 
tistical problems, his early familiarity with census work, and his insight and 
sound judgment led the Committee to rely on him probably more than on 
any other member in dealing with difficult problems of census technique. The 
work of the Committee during the past ten years is a memorial of their dis- 
interested labors. 

That meeting was called by the Director at the suggestion of Senator 
Arthur H. Vandenberg, who desired to get the Committee’s opinion about the 
pending apportionment bill. After much discussion the following letter to 
the Director was approved by all the members present and a copy forwarded 
at once to Senator Vandenberg: 


DEPARTMENT OF COMMERCE 
Boureav or THE CEensvs 


WASHINGTON 
April 18, 1929 
Hon. William M. Steuart, 
Director of the Census, 
Washington, D.C. 
Sir: 

In compliance with Senator Vandenberg’s request as transmitted to us through 
the Director of the Census, we have given consideration to the question of what method 
of apportionment should be prescribed in a law providing for a ministerial appor- 
tionment to go into effect following each decennial census in case Congress itself fails 
to act. 

Independently of the relative merits of different methods of apportionment we are 
of the opinion that in a law providing for ministerial apportionment of representatives 
to go into effect only in case Congress itself fails to make apportionment it is desir- 
able to provide that the method shall be “followed at the last preceding reapportion- 
ment,” since presumably the intent of Congress would be best carried out by this pro- 
cedure. This would leave it open to future Congresses to apply or prescribe whatever 
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method may be approved and would avoid what might otherwise prove to be tem- 
porary definitions in a law aiming at permanence. 

The committee ventures to express the hope that the present Congress not only will 
pass a general and permanent enabling act as indicated, but also will appoint a special 
committee or commission to study the subject of methods of apportionment in all its 
phases and to prepare a comprehensive report for the information of Congress in 
connection with the specific apportionment of 1930. In this connection it may be 
proper to call attention to a report submitted by the Census rr ms | Committee 
to Senator Sutherland under date of February twenty-four, nineteen hundred and 
twenty-one. 

Respectfully submitted, 

The Census Advisory Committee: 
Georce E. Barnerr 
Rosert E. CHappockx 
Wutrorp I. Kine 
G. F. Warren 
Watrer F. Wi11cox, Chairman 


The opinion thus expressed was also endorsed individually by Professor 
C. W. Doten, Professor W. C. Mitchell, and Professor E. R. A. Seligman, 
three of the four living members of the committee who had signed its report 
to Senator Sutherland in 1921. 

Senator Vandenberg subsequently expressed his appreciation of the Com- 
mittee’s services in the apportionment matter by the following letter to its 
chairman. 


Unrrep States SENATE 
January 6, 1930 
Professor Walter F. Willcoz, 
Chairman, Census Advisory Committee, 
Cornell University, 
Ithaca, New York. 
My Dear Prorgesson WILLcox: 

Your Committee has rendered indispensable service in connection with the new re- 
apportionment law which fixes a permanent and automatic routine under which there 
can be no further lapses in this decennial constitutional function. In the midst of my 
preparation for the battle over this legislation in the Senate, I confronted the ab- 
solute necessity for unifying the scientific thought of the country—so far as possible 
—upon one advisable method of procedure. 

The most effectual encouragement enjoyed by the opponents of re-apportionment 
came from what seemed to be a violent disagreement among the country’s experts 
as to the best re-apportionment method. The disagreement in fact related to a 
mathematical formula and not to the desirability of an automatic rule of procedure 
which should permanently cure the nullification of a decade. My problem was to 
make this distinction unassailably plain to the Senate. In this extremity I appealed 
to Dr. Steuart, Director of the Census, to reassemble his Advisory Committee drawn 
from the membership of the American Statistical Association and the American Eco- 
nomic Association. Secretary of Commerce Lamont concurred in my request. There- 
upon your Committee assembled in Washington and made its now famous report of 
April 13, 1929. In this report your members took the large and necessary view that 
a quarrel over mathematical detail should not be permitted to defeat the major con- 
stitutional need for automatic decennial re-apportionment as the Constitution directs. 
Your unanimous report in favor of the permanent enabling act was the most power- 
ful single weapon in my hands throughout the contest which resulted in writing 
this enabling act into the law of the land. 

Your Committee is entitled to feel that it substantially shares whatever credit 
may attach to this congressional action which has cured the nullification of a decade 
and which promises immunity from such nullification for the future. I renew my 
expression of deep appreciation for the very splendid co-operation rendered in this 
emergency. 


Cordially and 


H. VANDENBERG 
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The meeting in October was devoted mainly to discussion of the plans for 
the population census of 1930. During that meeting the following resolu- 
tions were adopted about the schedule for that census: 

Resolved that the Advisory Committee is not in favor of adding to the 
population schedule a question in regard to crippled children. 

Resolved that the Advisory Committee approves the special schedule on 
unemployment as prepared by the Bureau to supplement the population 
schedule. 

Resolved that the Advisory Committee is not in favor of restoring to the 
population schedule the question about the mother tongue of the foreign born 
parents of the population, either native or foreign born. 

Resolved that the Advisory Committee recommends that Column 8 which 
now reads: “If owned, free or mortgaged,” be changed to read as follows: 
“Value of home if owned, or monthly rental if rented.” 

Resolved that the Advisory Committee is in favor of adding to the popula- 
tion schedule the question, “Age at first marriage” in order to get in a simple 
way information of fundamental importance in connection with the proposed 
family card. 

Resolved that the Advisory Committee is in favor of asking about all mar- 
ried women in not more than one-tenth of the supervisors’ districts the ques- 
tions: 


Number of children born 

Number of these children living 

Age at first marriage 

Whether first or later marriage 
in order to get light upon the fertility of marriage in different population 
classes and to test sampling methods in this field. 


W. F. Wittcox, Chairman 
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REPORT OF THE REPRESENTATIVES OF THE ASSOCIATION 
TO THE SOCIAL SCIENCE RESEARCH COUNCIL 


The outstanding developments during the past year have been the addi- 
tion of a new series of fellowships for the training of social science personnel, 
close co-operation with the federal government in planning for important 
work, the redefinition of the Council objectives, the appointment of a Presi- 
dent and of a Permanent Secretary of the Council, and the opening of the 
Council’s new headquarters offices. 

The following definition of the scope of Council objectives was accordingly 
approved and initial steps taken to put certain aspects of the comprehensive 
program into operation: 

Improvement of research organization 
II. Development of personnel 
III. Enlargement, improvement, and preservation of materials 
IV. Improvement of research methods 
V. Facilitation of the dissemination of materials, methods, and results 
of investigations 
VI. Facilitation of research work 
VII. Enhancement of the general appreciation of the significance of 
the social sciences* 

REGIONAL COMMITTEES. A persistent problem confronts any continent- 
wide agency like the Council by reason of the sheer physical size of the 
United States and Canada as a field of operation. Wherever headquarters 
offices might be established, they would inevitably be too remote from some 
aspects of its varied field of interest. 

The Social Science Research Council has sought to counteract this difficulty 
in part in selecting the membership of its various advisory committees. Dur- 
ing the past year, however, special study was devoted to the problem of the 
feasibility of developing somewhat more systematic contact with particular 
sections of the country. A Committee on Regional Research was consti- 
tuted as follows: Professor Leon C. Marshall, of Johns Hopkins University, 
Chairman, Professor Howard W. Odum, of the University of North Carolina, 
President Arnold Bennett Hall, of the University of Oregon, and Professor 
Jesse F. Steiner, of Tulane University. 

This Committee reported to the Council in August, 1929. At the outset it 
posed the question of the regional facilitation of research facing the Council 
as not confined to the development and administration of regional projects 
but as the more inclusive problem of the regional decentralization of certain 
aspects of the work of the Social Science Research Council. 

“Our outlook,” the report stated, “is that, along with (a) desirable cen- 
tralization of policy formation, it is expedient to have (b) that type of de- 
centralization which results in effective execution of the policies of the Coun- 
cil in the development of initiative among the workers and agencies out in 


‘The full statement of the revised objectives is published as appendix B to the 
1928-29 annual report. 
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the field, and in a flow of fertile suggestions from the field to the central 
body. In other words, this report suggests decentralization of only certain 
aspects of the Council's work. We are not taking the position that the only 
effective type of decentralization (in these aspects of the work of the ne 
cil in which decentralization is desired) is decentralization on a regional basis, 
We assume that other types of decentralization will be utilized ; but this re- 
port deals only with decentralization on a regional basis.” 

Specifically, the Committee recommended that the following cndiualities 
be set up experimentally: 

a. An Advisory Regional Committee on Policies for the Development of 
the Social Sciences in the Pacific Coast Region (three states and part of 
Canada included). 

b. An Advisory Regional Committee on Policies for the Development of 
the Social Sciences in the Southern Region (thirteen states included), 

While the objectives of these Advisory Regional Committees would be 
developed in the course of their own deliberations, it was recommended that 
they hold one or more conferences during the coming year to study the needs 
and potential contributions of their particular regions to the development of 
social science along some such wide front as that suggested in the reformula- 
tion of Council objectives at Hanover. 

In order to clear the way for experimentation along this line, the report 
of the Committee on Regional Research was approved by the Council and 
the two regional committees have been set up. 

CO-OPERATION WITH LOCAL UNIVERSITY RESEARCH couNciLts. Allied to the 
preceding action contemplating the development of regional committees was 
the calling together of representatives of local university research councils as 
guests of the Social Science Research Council at Hanover. Representatives 
of the following groups were present: 

Columbia University Council for Research in the Social Sciences 

Milton Fund and Bureau of International Research of Harvard University 

Yale Institute of Human Relations 

Stanford University Council of Research in Social Sciences 

University of Virginia Institute for Research in the Social Sciences 

North Carolina Institute for Research in Social Sciences 

University of Texas Fund for Research in the Social Sciences 

Chicago Local Community Research Committee 

The respective organizations and programs of the different Councils were 
considered in detail and also points of possible useful interaction between 
these groups and the Social Science Research Council. Among the conclu- 
sions reached by the group the following may be singled out for mention here: 

That where there exist a number of independent organizations within 4 
university distributing funds for research it is highly desirable to have in- 
terlocking directorates or other organizational contact to secure co-operation 
and avoid duplication. It was felt that this general problem of the more ot 
less independent development of different agencies for research in a given 
local field should be carefully observed by each university group in order 
to avoid cases of potential wasteful organization. The desirability was also 
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stressed of taking steps to safeguard the participation of the social science 
departments in the general research funds of each university. 

As regards the types of investigations to be developed under local councils, 
it was the sense of the meeting that in general the emphasis of local research 
councils should be on the side of the development of a strategic, long-term 
program for the group in question, with the understanding (a) that short- 
term projects be planned in terms of the larger program to conform to the 
exigencies of financing, and (b) that where a given university council has 
adopted such a program of regional or otherwise specifically defined re- 
search, latitude be left for providing for work not falling within the scope 
of the larger program. 

The conference urged the desirability for the national Social Science Re- 
search Council to assist local councils more actively by serving as a co-or- 
dinating clearing house for matters of mutual concern, including oppor- 
tunities for co-operative action. 

Further conferences of this type will probably be called by the Social 
Science Research Council. 

For further details concerning the work of the Council, members are re- 
ferred to the annual report for 1928-29. 

L. C. 
G. E. Barnett 


JOINT COMMITTEE ON RESEARCH WITH THE AMERICAN 
ASSOCIATION OF COLLEGIATE SCHOOLS OF BUSINESS 


Your committee was appointed to co-operate with a similar committee from 
the American Association of Collegiate Schools of Business in studying 
whether an annual finding list ought to be published of all research in progress 
in economics and business. 

Recently steps have been taken by the American Association of Collegiate 
Schools of Business and other interested persons to establish Business Re- 
search Council, Incorporated, the following purposes being stated in the 
articles of incorporation: 


1. To establish and maintain a register of research studies concerning the 
field of business. 


2. To establish and maintain a register of recurring statistical and other 
data concerning the field of business and of the auspices under which 
they are maintained. 


3. To make available information regarding business research as pro- 
vided in the by-laws and/or rules. 


4. To report from time to time on the status, progress, and trends in 
business research. 


5. To assist in the avoidance of unnecessary duplication and overlapping 
in business research and to encourage business research as provided 
in the by-laws and/or rules. 

At their invitation, the chairman of your committee met with the organiz- 
ing group of Business Research Council, Incorporated. The discussion which 
took place at this meeting made it clear that the Business Research Council 
would interpret its activities broadly and would accordingly cover a very 
considerable bulk of the economic research in progress, and probably sub- 
stantially all of it. 

Business Research Council, Incorporated, is extending to the American 
Economic Association an invitation to become one of the constituent societies 
of the Council. It has not yet been settled what other societies will be asked 
to become constituent members, but it seems probable that invitations will be 
extended to the following, among others: 

Association of Collegiate Schools of Business 

American Economic Association 

American Statistical Association 

American Management Association 

American Federation of Labor 

Taylor Society 

In view of this development, it seems to your committee unwise for the 
American Economic Association to incur at this time the quite considerable 
expense which would be involved in an independent listing of economic re- 
search in progress. Presumably, the annual list of doctoral dissertations will 
be for the present continued. 
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Your committee recommends: 

1. That the American Economic Association act favorably upon the in- 
vitation to become a constituent member of Business Research Council, 
Incorporated, it being understood that such action does not involve 
financial obligations. 

2, That the Executive Committee of the Association be empowered to 
appoint a representative (or representatives) for this purpose. 

3. That the matter of possible financial contribution by the Association 
to the expenses of Business Research Council, Incorporated, be re- 
ferred to the Executive Committee of the Association, with power. 

L. C. Chairman 


REPORT OF THE REPRESENTATIVES OF THE AMERICAN 
ECONOMIC ASSOCIATION TO THE AMERICAN COUNCIL 
OF LEARNED SOCIETIES 


The American Council held its eleventh annual meeting in Washington, 
D.C., January 26, 1929. 

The proceedings of this meeting were published in Bulletin 11 of the Coun- 
cil. Two new societies were admitted to be constituent societies; namely, 
The Society of Biblical Literature and Exegesis (1880), and The Biblio- 
graphical Society of America (1904). 

New subventions, aggregating $509,000, were received by the Council to 
support the various research projects now being promoted under its auspices. 

A complete statement of the activities of the Council can be found in the 
report of the Permanent Secretary and published in Bulletin 12. Since this 
Bulletin is widely distributed the members of the American Economic As- 
sociation are referred to it for details concerning the transactions of the 
Council during the past year. 

Wacter F. Wittcox 
Epwin F. Gay 


| 
| 


DRAFT REPORT OF THE COMMITTEE ON TRANSLATIONS 


The committee on translations is prepared to recommend two classes of 
translations, one of books, the other of collected extracts. Among the works 
of the last one hundred years especially deserving of translation are the fol- 
lowing: 

1. Middle of the nineteenth century—Herrmann, Knies (Political 

Economy) and Hildebrand. 
2. End of the nineteenth century—Walras, Pareto. 
8. Twentieth century—the Scandinavians, Wicksell and Davidson— 
Sombart (in an abbreviated edition) and Spann. 
Others no doubt might be added to this list, but any of the above would make 
a suitable beginning. 

In the second category we are thinking of similar works suitable for aca- 
demic classes and comparable to the economic classics that Ashley edited some 
years ago. These economic classics may be selected from some of the French, 
German, Italian, and Dutch economists of major importance. 

The chief problem of these translations is the financial] one. It is probable 
that the secondary classics would pay for themselves or might even be under- 
taken under the auspices of the Association by some publisher. Money, how- 
ever, would have to be provided for the translation. 

In the first category the outlay would be more serious. We should have 
to count on at least $1,000 for the translation of an average sized volume 
and about $1,500 for publication, making $2,500 for each volume. These 
volumes, if carefully chosen, would no doubt pay for themselves after a time, 
but it might take at least five or possibly ten years for us to get our money 
back. It would therefore scarcely seem wise even to contemplate the ap- 
pearance of any such series unless the Association were prepared in the course 
of the next few years to expend at least $15,000. Whether such a sum could 
be provided out of the funds of the Association or whether an effort should 
be made to raise a special fund for this purpose is a problem of some im- 
portance. 

The committee would therefore recommend that the whole matter be re- 
ferred to the council or the executive committee for further study and report. 
We should be glad to help in any way. 

So far as reprints are concerned, the committee would report that this part 
of the project becomes entirely unnecessary in view of the recent formation 
of the Facsimile Text Society which proposes to publish a large number of 
reprints of works from the sixteenth century onward, one of the five sections 
into which their activity is divided dealing with economics. It so happens 
that the chairman of your committee is also a member of the executive com- 
mittee of this new society, so that it may safely be assumed that the interests 
of economics will not be disregarded.’ 


E. R. A. Serieman, Chairman 


* Those interested in information concerning the Facsimile Text Society are ad- 
vised to communicate with F. A. Patterson, Acting Executive Officer, Columbia Uni- 
versity, New York. 
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FIRST SERIES 
* Numbers starred are sold only with the set; the supply of those double starred 
is exhausted. For information apply to the Secretary. 


Volume I, 1886 
Price in paper 


1. Report of Organization of the American Economic Association. — $ .50 
2-3. ** Relation of the Modern Municipality to the Gas Supply. By E. J. 
James. Pp. 66. 75 
4. Co-operation in a Western City. By Albert Shaw. Pp. 106. 15 
5. Co-operation in New England. By E. W. Bemis. Pp. 136. 15 
6. ** Relation of the State to Industrial Action. By H. C. Adams. Pp. 85. 15 


Volume II, 1887 


|. Three Phases of Co-operation in the West. By Amos G. Warner. Pp. 119. .75 
2. Historical Sketch of the Finances of Pennsylvania. By T. K. Worthington. 


Pp. 106. 15 
3. The Railway Question. By Edmund J. James. Pp. 68 75 
4. Early History of the English Woolen Industry. By W. J. Ashley. Pp. 85. 15 
5. ** Medieval Guilds of England. By E. R. A. Seligman. Pp. 113. 15 
§. Relation of Modern Municipalities to Quasi-Public Works. By H. C. Adams 

and others. Pp. 87. 15 


Volume III, 1888 

1. Statistics in College, by C. D. Wright; Sociology and Political Eeonomy, F. 

H. Giddings; The Legal-Tender Decisions, by E. J. James. Pp. 80. 75 
2. Capital and Its Earnings. By John B. Clark. Pp. 69. 15 
3. The Manual Laboring Class, by F. A. Walker; Mine Labor in the Hocking 

Valley, by E. W. Bemis; Report of the Second Annual Meeting. 

Pp. 86. 
+5. ** Statistics and Economics. By Richmond Mayo-Smith. Pp. 127. 1.00 
6. The Stability of Prices. By Simon N. Patten. Pp. 64. 15 
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Volume IV, 1889 


1. Contributions to the Wages Question: The Theory of Wa by Stuart 
Wood; Possibility of a Scientific Law of Wages, by J. B. Clark. Pp. 69. § .15 


2. Socialism in England. By Sidney Webb. Pp. 73. 15 
3. Road Legislation for the American State. By J. W. Jenks. Pp. 88. 15 
4. Third Annual Meeting: Report of the Proceedings. Pp. 123. 15 
5. ** Malthus and Ricardo, by S. N. Patten; The Study of Statistics, by D. R. 
Dewey; Analysis in Political Economy, by W. W. Folwell. Pp. 69 15 
6. An Honest Dollar. By E. Benjamin Andrews. Pp. 50. 50 


Volume V, 1890 


1. The Industrial Transition in Japan. By Yeijiro Ono. Pp. 122. 1.00 
2. Two Essays on Child-Labor. By W. F. Willoughby and Clare de Graffen- 
ried. Pp. 150. 15 
3-4. Papers on the Canal Question. By E. J. James and L. M. Haupt. Pp. 85. 1.00 
5. History of the New York Property Tax. By J. C. Schwab. Pp. 108, 1.00 
6. Educational Value of Political Economy. By S. N. Patten. Pp. 36. 15 
Volume VI, 1891 
1-2. Fourth Annual Meeting: Reports, Papers, Discussions. 1.00 
3. Government Forestry Papers by Pinchot, Bowers, and Fernow. Pp. 102. 5 
4-5. Municipal Ownership of Gas in the U.S. By E. W. Bemis. Pp. 185. 1.00 
6. State Railroad Commissions. By F. C. Clark. Pp. 110. 15 


Volume VII, 1892 
1. ** The Silver Situation in the United States. By F. W. Taussig. Pp. 118. 15 
2-3. ** Shifting and Incidence of Taxation. By E. R. A. Seligman. Pp. 424 
(Revised). 2.00 
4-5. Sinking Funds. By Edward A. Ross. Pp. 106. 1.00 
6. The Reciprocity Treaty with Canada of 1854. By F. E. Haynes. Pp. 70. 15 


Volume VIII, 1893 


1. Fifth Annual Meeting: Report of the Proceedings. Pp. 130. 15 
2-3. Housing of the Poor in American Cities. By M. T. Reynolds. Pp. 132. 1.00 
4-5. Public Assistance of the Poor in France. By E. G. Balch. Pp. 180. 1.00 


6. First Stages of the Tariff Policy of the U.S. By William Hill. Pp. 162. 1.00 


Volume IX, 1894 
Sixth Annual Meeting: Handbook and Report. Pp. 73. 
1-2. ** Progressive Taxation in Theory and Practice. By Edwin R. A. Selig- 


man. Pp. 222. (See 1908, No. 4. 1.00 
3. ** The Theory of Transportation. By C. H. Cooley. Pp. 148. 15 
4. Sir William Petty. By Wilson Lloyd Bevan. Pp. 102. 5 
5-6. Papers on Labor Problems. By J. B. Clark, C. D. Wright, D. R. Dewey, 

A. T. Hadley, and J. G. Brooks. Pp. 94. 15 


Volume X, 1895 
Seventh Annual Meeting: Handbook and Report. Pp. 138. 50 
1-3. The Canadian Banking System, 1817-1890. By R. M. Breckenridge, Pp. 478. 1.50 
4. Poor Laws of Massachusetts and New York. By John Cummings. Pp. 186. — .75 
5-6. Letters of Ricardo to McCulloch, 1816-1828. Edited by J. H. Hollander. 
Pp. 204. (In cloth, only.) 1.75 


Volume XI, 1896 
1-3. ** Race Traits and Tendencies of the American Negro. By F. L. Hoffman. 
Pp. 830. 1.25 
4. Appreciation and Interest. By Irving Fisher. Pp. 110. 15 
* General Index to Volumes I-XI (1886-1896). 25 
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ECONOMIC STUDIES 
Price of the Economic Studies $2.50 per volume in paper. 


Volume I, 1896 
Eighth Annual Meeting: Handbook and Report. Pp. 178. 


50 
The Theory of Economic Progress, by J. B. Clark; The Relation of Changes 
in the Volume of the Currency to Prosperity, by F. A. Walker. 
Pp. 46. 50 
The Adjuteniaih of Wages to Efficiency. Three Papers: Gain Sharing, by 
H. R. Towne; The Premium Plan, by F. A. Halsey; A Piece-Rate 
System, by F. W. Taylor. . 83. 50 
** The Populist Movement. By Frank L. McVey. Pp. 81. 50 
The Present Monetary Situation. By W. Lexis; translated by John Cum- 
mings. Pp. 72. 50 
The Street Railway Problem in Cleveland. By W. R. Hopkins. Pp. 94. 15 
Volume II, 1897 
Ninth Annual Meeting: Handbook and Report. Pp. 162. 50 
Economics and Jurisprudence. By Henry C. Adams. Pp. 48. 50 
The Saloon Question in Chicago. By John E. George. Pp. 62. 50 
The General Property Tax in California. By C. C. Plehn. Pp. 88. 50 
Area and Population of the United States at the Eleventh Census. By W. F. 
Willcox. Pp. 60. -50 
A Discussion Concerning the Currencies of the British Plantations in America, 
etc. By William Douglass. Edited by C. J. Bullock. Pp. 228. 50 
Density and Distribution of Population in the United States at the Eleventh 
Census. By W. F. Willcox. Pp. 79. 50 


Volume III, 1898 
Tenth Annual Meeting: Handbook and Report. Pp. 136. 50 
Government by Injunction. By William H. Dunbar. Pp. 44. 50 
Economic Aspects of Railroad Receiverships. By H. H. Swain. Pp. 118. 50 
The Ohio Tax Inquisitor Law. By T. N. Carver. Pp. 50. 50 
The American Federation of Labor. By Morton A. Aldrich. Pp. 54. 50 
Housing of the hear, Ue in Yonkers. By E. L. Bogart. Pp. 82. 50 


The State Purchase of Railways in Switzerland. By Horace Michelie; trans- 
lated by John Cummings. Pp. 72. 


50 
Volume IV, 1899 
Eleventh Annual Meeting: Handbook and Report. Pp. 126. 50 
I. Economics and Politics. By A. T. Hadley. II. Report on Currency 
Reform. III. Report on the Twelfth Census. Pp. 70. .50 
Personal Competition. By Charles H. Cooley. Pp. 104. 50 
Economics as a School Study. By F. R. Clow. Pp. 72. 50 
The English Income Tax. By J. A. Hill. Pp. 162. 1.00 
Effects of Recent Changes in Monetary Standards upon the Distribution of 
Wealth. By F. S. Kinder. Pp. 91. 50 
NEW SERIES 
** The Cotton Industry. By M. B. Hammond. Pp. 382. $1.50 
Scope and Method of the Twelfth Census. Critical discussion by over twenty 
statistical experts. Pp. 625. 2.00 


THIRD SERIES 
Nore.—During 1896-1899 the Association issued its publication in two series, vir., 
bimonthly Economic Studies, and the “New Series” of larger monographs printed 


it irregular intervals. In 1900 it reverted to the policy of iseuing its monographs, 
nw called the “Third Series” of the publications at quarterly intervals. 


Price per volume $4.00. 
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Volume I, 1900 
Twelfth Annual Meeting: Papers on Economic Theory and Political Morality; 
Trusts; Railroad Problems; Public Finance; Consumers’ League; 
Twelfth Census. Pp. 186. 
The End of Villeinage in England. By T. W. Page. Pp. 99. 
Essays in Colonial Finance. By Members of the Association. Pp. 303. 


Currency and Banking in the Province of Massachusetts Bay. By A. McF. 
Davis. Part I: Currency. Pp. 464 + 19 photogravure plates. 


Volume II, 1901 

** Thirteenth Annual Meeting: Papers on Competition; Commercial Educa- 

tion; Economic Theory; Taxation of Quasi-public Corporations; Munici- 

pal Accounts. Pp. 300. 1. 
Currency and Banking. By A. McF. Davis. Part II: Banking. Pp. 341 

+ 18 photogravure plates. 1.75 
Theory of Value before Adam Smith. By Hannah R. Sewall. Pp. 182. 1.00 
Administration of City Finances in the U.S. By F. R. Clow. Pp. 144. 1.00 


Volume III, 1902 
Fourteenth Annual Meeting: Papers on International Trade; Industrial 
Policy; Public Finance; Protective Tariff; Negro Problem; Arbitration 
of Labor Disputes in Coal Mining Industry; Porto Rican Finance; 
Economic History. Pp. 400. 1.50 
**The Negro in Africa and America. By Joseph A. Tillinghast. Pp. 240. 1.95 
Taxation in New Hampshire. By M. H. Robinson. Pp. 232. 
**Rent in Modern Economic Theory. By Alvin S. Johnson. Pp. 136. 15 


Volume IV, 19038 


Fifteenth Annual Meeting: Papers and Discussions on Economics and Social 
Progress; Trade Unions and the Open Shop; Railway Regulation; 
Theory of Wages; Theory of Rent; Oriental Currency Problem. Pp. 
298. 1.25 

Ethnic Factors in the Population of Boston. By F. A. Bushee. Pp. 171. 1.00 

History of Contract Labor in the Hawaiian Islands. By Katherine Coman. 


Pp. 74. 15 
**The Income Tax in the Commonwealth of the United States. By Delos O. 
Kinsman. Pp. 134. 1.00 


Volume V, 1904 
Sixteenth Annual Meeting: Papers and Proceedings published in two parts. 
Part I—Papers and Discussions on Southern Agricultural and Industrial 
Problems; Social Aspects of Economic Law; Relations between Rent 
and Interest. Pp. 240. 1.00 
Part Il—Papers and Discussions on The Management of the Surplus Re- 
serve; Theory of Loan Credit in Relation to Corporation Economics; 
State Taxation of Interstate Commerce; Trusts; Theory of Social Caus- 


ation. 1.00 

Monopolistic Combinations in the German Coal Industry. By Francis 
Walker. Pp. 340, 1.25 

**The influence of Farm Machinery on Production and Labor. By Hadley 
Winfield Quaintance. Pp. 110. 5 

Volume VI, 1905 

Seventeenth Annual Meeting: Papers and Proceedings published in two 
parts. 

Part I—Papers and Discussions on the Doctrine of Free Trade; Theory of 
Prices; Theory of Money; Open Shop or Closed Shop. Pp. 226. 1.00 

Part II—Papers and Discussions on Government Interference with Indus- 
trial Combinations; Regulation of Railway Rates; Taxation of Rail- 
ways; Preferential Tariffs and Reciprocity; Inclosure Movement; Eco- a 

1. 
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**The History and Theory of Shipping Subsidies. By R. Meeker. Pp. 230. $1.00 
Factory Legislation in the State of New York. By F. R. Fairchild. Pp. 218. 1.00 


Volume VII, 1906 


Eighteenth Annual Meeting: Papers and Discussions on The Love of Wealth 
and the Public Service; Theory of Distribution; Government Regulation 
of Railway Rates; Municipai a Labor Disputes; The Eco- 


nomic Future of the Negro. Pp. 325 1.00 
Railroad Rate Control. By H. S. Smalley. Pp. 147. 1.00 
On Collective Phenomena and the Scientific Value of Statistical Data. By 

E. G. F. Gryzanovski. Pp. 48. 15 
Handbook of the Association, 1906. Pp. 48. 25 
The Taxation of the Gross Receipts of Railways in Wisconsin. By G. E. 

Snider. Pp. 138. 1.00 


Volume VIII, 1907 


Nineteenth Annual Meeting: Papers and Discussions on Modern Standards 
of Business Honor; Wages as Determined by Arbitration; Commercial 
Education; Money and Banking; Western Civilization and Birth Rate; 
Economie History; Government Regulation of Insurance; Trusts and 


Tariff; Child Labor. Pp. 268. 1.00 
Historical Sketch of the Finances and Financial Policy of Massachusetts 

from 1780 to 1905. By C. J. Bullock. Pp. 144. 1.00 
Handbook of the Association, 1907. Pp. 50. 25 
The Labor Legislation of Connecticut. By Alba M. Edwards. Pp. 822. 1.00 
The Growth of Large Fortunes. By G. P. Watkins. Pp. 170. 1.00 


Volume IX, 1908 


Handbook of the Association, 1908. Pp. 49. 25 

Twentieth Annual Meeting: Papers and Discussions on Principles of Govern- 
ment Control of Business; Are Savings Income; Agricultural Eco- 
nomics; Money and Banking; Agreements in Political Economy; Labor 
Legislation; Relation of the Federal Treasury to the Money Market; 


Public Service Commissions. Pp. 311. 1.25 
Chicago Traction. By R. E. Heilman. Pp. 181. 1.00 
Factory Legislation of Rhode Island. By J. K. Towles. Pp. 119. 1.00 
**Progressive Taxation in os and Practice. Revised Edition. By E. 

R. A. Seligman. Pp. 334 1.25 


Volume X, 1909 


Twenty-first Annual Meeting: Papers and Discussions on The Making of 
Economic Literature; Collective Bargaining; Round Table on Account- 
ing; Labor Legislation; Employers’ Liability; Canadian Industrial- 
Disputes Act; Modern Industry and Family Life; Agricultural Eco- 
nomics; Transportation; Revision of the Tariff; A Central Bank; The 
National Monetary Commission; Capitalization of Public Service Cor- 


porations in Massachusetts. Pp. 432. 1.50 
Handbook of the Association, 1909. Pp. 59. 25 
**The Printers. By George E. Barnett. Pp. 379. 1.50 
Life Insurance Reform in New York. By W.H. Price. Pp. 95. 75 


Volume XI, 1910 


Twenty-second Annual Meeting: Papers and Discussions on History of the 
Association; Observation in Economics; Economic Dynamics; Theory 
of Wages; Country Life; Valuation of Public Service Corporations; 


Trusts; Taxation. Pp. 386. 1.50 
Handbook of the Association, 1910. Pp. 79. 25 
The Child Labor Policy of New Jersey. By A. S. Field. Pp. 229. 1.25 


The American Silk Industry and the Tariff. By F. R. Mason. Pp. 178. 1.00 
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THE ECONOMIC BULLETIN 
Published quarterly in 1908, 1909, and 1910, and containing personal notes, news 
of the economic world, announcements of special lines of investigation, and a classi- 
fied and annotated bibliography of the current books and articles on economic sub- 
jects. 


Volume I, 1908. Four numbers. $2.00; each 
Volume II, 1909. Four numbers. $2.00; each .60 
Volume III, 1910. Fowr numbers. $2.00; each .60 


FOURTH SERIES 
Subscriptions by non-members, libraries, etc., $5.00 a year. 


Volume I, 1911 

The American Economic Review, **March, June, September, and December; 
each, $1.00 

Twenty-third Annual Meeting: Papers and Discussions on The Significance of 

a Comprehensive System of Education; Money and Prices; The Ricardo 

Centenary; Accounting; Canals and Railways; Population and Immi- 

gration; Labor Legislation; Taxation; A Definition of Socialism; Com- 
petition in the Fur trade. Pp. 388. 1.50 
**Handbook of the Association, 1911. 25 


Volume II, 1912 
The American Economic Review, March, June, September, and December; 
each, 1.00 

Supplement.—Twenty-fourth Annual Meeting: 

Papers and Proceedings. The Economic Utilization of History; Tariff 

Legislation; The Federal Budget; Rural Conditions; Selection of - 

lation by Migration; The Price Concept; An International Commission 

on the Cost of Living; Industrial Efficiency. Pp. 146. 1.25 


Volume III, 1918 


The American Economic Review, March, June, **September, and **December; 
each, 1.25 
Supplement.—Twenty-fifth Annual Meeting: 
Papers and Proceedings. Population or Prosperity; The Rising Cost 
of Living—Standardizing the Dollar; Banking Reform; Theories of 
Distribution; Farm Management; Governmental Price Regulation. Pp. 
155. 1.25 
Supplement.—Handbook of the Association, 1913. a 


Volume IV, 1914 


The American Economic Review, March, June, September, and December; é is 
each, 1. 
Supplement.—Twenty-sixth Annual Meeting: 
Papers and Proceedings. The Increasing Governmental Control of Eco- 
nomic Life; The Control of Public Utilities; Railroad Rate Making; 
Syndicalism; Trust Decisions and Business. Pp. 211. 1.25 
Supplement.—Handbook of the Association, 1914. 15 


Volume V, 1915 
The American Economic Review, March, June, September, and **December; 
each, 1.25 
Supplement.—Twenty-seventh Annual Meeting: 
Papers and Proceedings. Economics and the Law; Regulation of the 
Stock Exchanges; Market Distribution; Statistical Work of the United 
States Government; Relation of Education to Industrial Efficiency; The 
Effect of Income and Inheritance Taxes on the Distribution of Wealth; 
Public Regulation of Wages. 1.25 


* 


S 


Su 


= 
i: 
T 

Ih 


ews 
Ssi- 


sub- 


- B88 


Publications of the American Economic Association 211 


Volume VI, 1916 
The American Economic Review, **March, **June, September, and **December; 


each, $1.25 
**Supplement.—Twenty-eighth Annual Meeting: 
Papers and Proceedings. The Apportionment of Representatives; 
Effect of the War on Forei Trade; Budget Making and the In- 
creased Cost of Government; Economic Costs of War; Economic Theor- 
izing and Scientific Progress; The Role of Money in Economic Theory; 
Price Maintenance; Investment of Foreign Capital. Pp. 248. 1.25 
Supplement.—Handbook of the Association, 1916. 15 


Volume VII, 1917 
The American Economic Review, March, June, September, and December; 
each, 1.25 
Supplement.—Twenty-ninth Annual Meeting: , 
Papers and Proceedings. The National Point of View in Economics; 
Landed Property; Two Dimensions of Economic Productivity; Some 
Social Surveys in Iowa; The Land Problem and Rural Welfare; The 
Federal Farm Loan Act; Statistics of the Concentration of Wealth; 
Gold Supply at the Close of the War; Loans and Taxes in War Finanee; 
Problems of Population after the War; Some Phases of the Minimum 


Wage. . 275. 1.25 
Supplement.—Index to the Publications, 1886-1910. 35 
Volume VIII, 1918 

The American Economic Review, March, June, September, and **December ; 
each, 1.25 


Supplement.—Thirtieth Annual Meeting: 

Papers and Proceedings. Economic Reconstruction; Federal Taxes 
upon Income and Excess Profits; Land Utilization and Colonization; 
Federal Valuation of Railroads; Co-ordination of Employment Bureaus; 
Control of the Acquisition of Wealth; Motives in Economic Life; Price- 
Fixing; Problems of Governmental Efficiency; Economic Alliances and 
Tariff Adjustments. Pp. 817. 1.25 


Volume IX, 1919 

The American Economic Review, **March, June, September, and December; 
each, 1.25 
**Supplement.—Thirty-first Annual Meeting: 

Papers and Proceedings. Economists in Public Service; Interest on 
Investment a Manufacturing Cost Factor; Control of Marketing 
Methods and Costs; War and the Supply of Capital; War and the 
Rate of Interest; Index of the Cost of Living; Securing the Initiative 
of the Workman; A Legal Dismissal Wage; After-War Gold Policies; 
Foreign Exchange; Stabilizing the Dollar; Tenancy of Landed Prop- 
erty; Price-Fixing; Economic Theory in an Era of Readjustment; 
Psychology and Economics; The Open Door and Colonial Policy; Re- 
ports of Committees on Foreign Trade and Purchasing Power of 


Money. Pp. 368. 1.25 
‘Supplement No. 2.—Report of the Committee on War Finance. Pp. 142. 50 
Supplement No. 8.—Handbook of the Association, 1919. 15 


Volume X, 1920 

the American Economic Review, **March, June, September, and December; 

each, 1.25 
**Supplement.—Thirty-second Annual Meeting: 
Papers and Proceedings. Excess Profits Taxation; Germany’s Rep- 
aration Payments; International Supervision over Foreign Investments; 
Results of a Balanced Industrial System; Employee’s Representation in 
Management of Industry; Prices and Reconstruction; Banking Policy 
and Prices; Large-Scale Marketing; Reports of Committees on Foreign 
Trade, Co-ordination in Taxation, Census Advisory Committee. Pp. 2.78 1.25 
Supplement No. 2.—Taxation of Excess Profits in Great Britain. Pp. 244. 2.50 
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Volume XI, 1921 
The American Economic Review, March, June, September, and December; 


each, $1.25 

Supplement.—Thirty-third Annual Meeting: 
Papers and Proceedings. The Railroad Situation; Our Foreign Trade 
Balance; Problems of the Bituminous Coal Industry; Traditional Eco- 
nomic Theory; Non-Euclidean Economics; Federal Taxation of Profits 
and Income; Teaching of Elementary Economics. Pp. 194. 1.25 
Supplement No. 2.—Karelsen Prize Essays, on What Can a Man Afford? Pp. 
118. 1.00 
Volume XII, 1922 


The American Economic Review, March, June, September, and December; 


each, 1.25 

Supplement.—Thirty-fourth Annual Meeting: 
Papers and Proceedings. Business Cycles; American Trade Unionism; 
The Railroads; Workmen’s Compensation; Federation in Central ry 
ica; Teaching of Elementary Economics; The Chain Store Grocer; Eco- 
nomics and Ethics. Pp. 194. 1.25 
Supplement No. 2—Handbook of the Association 1922. 1.50 


Volume XIII, 1923 
The American Economic Review, March, June, September, and December; 


each, 1.25 
Supplement.—Thirty-fifth Annual Meeting: 
Papers and Proceedings. Trend of Prices; Trend of Rate of Interest 
and Investment; Outlook for Wages and Employment; Overhead Costs; 
Commercial Rent and Profits; Labor Turnover; Factors in W De- 


terminations; Income of Farmers; Large-Scale Production Mer- 
chandising; Marketing Farm Products; Bureaus of Business Research. 
Pp. 298. 1.25 
Volume XIV, 1924 
The American Economic Review, **March, **June, September, and December; 
each, 1.25 
Supplement.—Thirty-sixth Annual Meeting: 
Papers and Proceedings. International Trade and Commercial Policy; 
Railroad Consolidation; Economie ‘‘heory; Transportation; American 
Foreign Trade; Marketing. Pp. 192. 1.25 
Supplement No. 2.—Handbook of the Association, 1924. 1.50 


Volume XV, 1925 
The American Economic Review, March, June, September, and December; 


each, 1.25 
Supplement.—Thirty-seventh Annual Meeting: 
Papers and Proceedings. The Economics of Advertising; Problems of 
Economic Theory; Transportation; Marketing; Giant Power; The 
Teaching of Business and Economics; Business Administration; Mone- 
tary Stabilization; Foreign Service Training; Highway Economics; 
Psychological Problems of Industry. Pp. 165. 1.25 
Supplement No. 2.—Babson Prize Essay, on Forecasting the Price of Hogs. 
Pp. 22. 1.00 
Volume XVI, 1926 


The American Economic Review, March, June, September, and December; 


Supplement.—Thirty-eighth Annual Meeting: 
Papers and Proceedings. Movement of Real Wages; Teaching of Eco- 
nomics; Consuming Power of Labor and Business Fluctuations; Eco- 
nomic Problems involved in the Payment of International Debts; Eco- 
nomics and Geography; Agriculture in our National Policy; Tariff 
Making; Trade Associations; Theory of Wages; Reducing the Costs of 
Marketing; Topics in Economic History; Railway Problems; Land Eco- 
nomics; Federal Reserve Policies. Pp. 353. 1.25 

Supplement No. 2.—Handbook of the Association, 1926. 1.50 
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Volume XVII, 1927 : 


and the Public. pp. 284. 1.25 


Volume XX, 1930 


The American Economic Review, March, June, September, and December; 
$1.25 each, $1.25 
**Supplement.—Thirty-ninth Annual Meeting: ; 
Papers and Proceedings. Economics of Prohibition; Economic History ; 
4 Use of the Quantitative Method in the Study of Economic Theory; 
4 Present Day Corporation Problems; American Practices Analagous to 
1.25 Foreign Controls over Raw Materials; Marketing; Interest Theory and 
pe Price Movements; Problems of Effective Public Utility Regulation; Im- 
1.00 migration Restriction—Economie Results and Prospects; Family Budg- 
ets; Motor Transportation in the United States. Pp. 218. 1.25 
Supplement No. 2.—Report of the Dinner in Honor of Professor John Bates 
1, 1.25 Clark. Pp. 18. 50 
Volume XVIII, 1928 
a The American Economic Review, March, June, September, and December; 
each, 1.25 
1s Supplement.—Fortieth Annual Meeting: 
1.50 Papers and Proceedings. Land Economics; Marketing; Present Status 
and Future Prospects of Quantitative Economics; Post-War Fluctua- 
tions of Commodity Prices; Relationship between Departments of Eco- 
nomics and Collegiate Schools of Business; Economic History; Simpli- 
h, 1.25 fication of the Federal Income Tax; Economic Significance of the In- ‘ 
creased Efficiency of American Industry; An Approach to the Law of 1 
st Production and Its Relation to the Welfare of the Wage-Earner; : 
8; Meaning of Valuation; Railroad Valuation with Special Reference to 
e- the O’Fallon Decision; Interest Rates as Factors in the Business Cycle; H 
T- Should the Debt Settlements be Revised; An Examination of the Rea- : 
h. sons for Revision of the Debt Settlements. Pp. 305. 1.25 | 
1.25 Supplement No. 2—Handbook of the Association, 1928. 2.00 
Volume XIX, 1929 
adie The American Economic Review, March, June, September, and December; 
each, 1.25 | 
Supplement.—Forty-first Annual Meeting: 
1.25 Papers and Proceedings. Market Shifts, Price Movements, and Em- . 
1.50 ployment; Some Observations on Unemployment Insurance; Market- / 
ing; Land Economics; Law and Economics; Price Stabilization; London f 
and the Trade Cycle; Federal Reserve Policy and Brokers’ Loans; | 
Central Planning of Production in Soviet Russia; International Differ- : 
ch, 1.35 ences in the Labor Movement; Tariff Making in the United States; } 
salt Economic History; Locality Distribution of Industries; Regulation of : 
t Electric Light and Power Utilities; An Inductive Study of Publicly i 
* Owned and Operated vs. Privately Owned but Regulated Public Util- i 
oy ities; Regulation of the Common Carrier; Commercial Motor Vehicle | 
CS; 
1.25 


zs. 
» 1.00 The American Economic Review, March, June, September, and December; 
each, 1.25 
Supplement.—Forty-second Annual Meeting: 
ch, 1.25 Papers and Proceedings. Economic History, Public Works Plan and 
Unemployment; Theory of Economic Dynamics as Related to Indus- 
= trial Instability; Chief Economic Problems of Mexico; Reparations 
=o Settlement and the International Flow of Capital; Federal Reserve 
= Board—Its Problems and Policy; Economic and Social Consequences 
riff of Mechanization in Agriculture and Industry. 1.25 
of 
cO- 
1,25 The American Economic Association, founded, among other purposes, for “the 


1.50 encouragement of economic research” and “the encouragement of perfect freedom 


— 


214 American Economic Association 


of economic discussion,” has over three thousand members, including public and pro 
fessional men and most of the leading students of political economy in America 
Membership dues are five dollars a year. Each member receives all current reports 
and publications of the Association. 


Address all orders for publications, applications for membership, and inquiries 
to the 


SECRETARY OF THE AMERICAN ECONOMIC ASSOCIATION 
Northwestern University, Evanston, Illinois. 
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